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Ever wish you were 


laddin ? 


. remember him... 


He was the lucky fellow who found a magic lamp. 
It gave him everything he wished for—from diamond- 
crusted palaces to a sultan’s daughter as his bride. 


You’ve probably wished a lot of times for a miracle 
like this to happen to you. Maybe not for out-of-this- 
world treasures, but for something that will take care 
of the things that are bound to come up. 


Like medical expenses, or college for the kids. Or 
maybe just for the nice, safe feeling it gives you to 
have some extra money put aside for the future. 


Though no magic is involved, there is a way to give 
you this security. The Payroll Savings Plan. Or, if 
you’re not eligible for the Payroll Plan but have a 
checking account, the new Bond-a-Month Plan. 


Either way, it’s almost unbelievable how quickly 
your money accumulates, 


Where else can you get such a safe, generous return 
on your money ($4 for every $3)? It’s so simple—so 
easy, you hardly miss the money that you’re saving. 


And don’t forget—at the same time, you’re making 
more! 


Next to a magic lamp, there’s no better way than 
this to make sure your future is secure, 
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Dividends were declared by the 
Board of Directors on 
September 9, 1947, as follows: 


4% Cumulative Preferred Stock 
22nd Consecutive Regular 
Quarterly Dividend of One Dollar 
($1.00) per share. 


$5.00 Par Value Common Stock 
Regular Quarterly Dividend of 

Forty Cents (40c) per share. 
Both dividends are payable Sep- 
tember 30, 1947 to stockholders of 
record at the close of business 

September 19, 1947. 

Checks will be mailed by the 
Bankers Trust Co. of New York. 
Robert P. Resch 


Vice President and Treasurer 
* 


Mining and Manufacturing 
Phosphate © Potash « Fertilizer © Chemicals 
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Safeway Stores, Incorporated 


Preferred and Common 
Stock Dividends 


Notice is hereby given that the Board 
of Directors of Safeway Stores, Incor- 
porated, on September 4, 1947, declared 
quarterly dividends of 25c per share on 
the Company’s $5 Par Value Common 
Stock payable October 1, 1947,to holders 
of such stock of record at the close of 
business September 18, 1947,and $1.25 
per share on the Company’s 5% Pre- 
ferred Stock, payable October 1, 1947, 
to holders of such stock of record at the 
close of business September 18, 1947. 

MILTON L. SELBY, Secretary. 
September 4, 1947. 


Exide 


THe Evectric STORAGE BATTERY 
COMPANY 


188th Consecutive 
Quarterly Dividend 











The Directors have declared from the 
Accumulated Surplus of the Company a 
dividend of seventy-five cents ($.75) per 
share on the Common Stock, payable 
September 30, 1947, to stockholders 
of record at the close of business on 
September 15, 1947. Checks will be mailed 


H. C. ALLAN, 
Secretary and Treasurer 
Philadelphia 32, September 5, 1947 
RIS RIDE SE tse a 
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Se United Vlations Assembly Opens 





The eyes of the world are turned to Lake Success, where representatives of 55 Nations are 
facing an agenda filled with history making potentials. Right at the start, the opening 
address of Secretary Marshall called for a final showdown with Russia on plans to restore 
economic stability to Europe and to avoid continued abuse of the veto power. Mr. Vishin- 
sky's acid reply left no doubt that the efficiency of the United Nations must now be put to 


its supreme test. 


THE MAGAZINE OF WALL STREET 





THE MAGAZINE OF WALL STREET 


C. G. Wycxorr, Fditor-Publisher E. A. Krauss, Managing Editor \rTHUR G. GAINES, 





ore 





USIneé $s 





tT SeEpe 


The Trend of Events 


PATTERN FOR EUROPEAN AID... The most impor- 
tant preparatory work for any congressional discus- 
sion of a Marshall Plan still remains to be done. That 
is determination of the type of help we can give 
Europe without unduly weakening our own economy 
and without immediately entering long term com- 
mitments that later may run into conditions, political 
or otherwise, that we haven’t bargained for, and that 
may greatly clash with our own aims and policies. 

In this connection, the proposal of Joseph P. 
Kennedy, Ex-Ambassador to Britain and Ex-Chair- 
man of the SEC, strikes us as a particularly practical 
approach to this difficult problem. Mr. Kennedy sug- 
gests, and his views are being seriously and favor- 
ably studied by influential congressional quarters, 
that we restrict our help initially to a limited loan, 
granted in the nature of an experiment. Specifically 
he proposes that Congress authorize a grant of $5 
billion for one year to the sixteen nations of the 
Paris Conference, with the further commitment on 
our part that, if the conditions attached to this loan 
are met by the end of that period, or if substantial 
progress toward meeting them is shown and the ex- 
periment promises eventually to be successful, that 
then a long term authorization will be given. The 
total and duration of the latter need not necessarily 
be governed by the time and cost estimates of a 
Marshall Plan, that is any sum that the Administra- 


must make every endeavor and use all possible re- 
sources to stabilize their currencies, and that their 
production be effectively stepped up; in other words, 
that self-help be practised to the greatest possible 
degree. 

We believe that such a realistic approach to the 
European aid problem may make all the difference 
between a highly questionable “operation rat-hole” 
and aid that promises practical success. It is worth 
serious consideration, in view of the tremendous sac- 
rifices involved on our part. 


CANADIAN DEVALUATION? .. . Latest devaluation 
rumor has it that neighboring Canada is seriously 
debating the wisdom of cheapening her currency in 
terms of the USA dollar as part of an emergency 
program to meet the rapidly developing dollar crisis. 
Only in July 1946, the Canadian dollar was up-valued 
from its old 90.9 cents (USA) to an official par with 
the American dollar. A cut now is proposed on the 
theory that a lower currency value will promote 
Canadian exports, since they would be cheaper for 
Americans to buy, and that it would retard imports 
since they would be more expensive. As an incidental 
benefit, it is reportedly argued, devaluation might 
also stimulate the inflow of American capital which 
lately has slowed markedly. 

The latter presumably might be a valid argument 


ING | tion will calculate when it makes its presentation though in itself it would hardly justify so far-reach- 
ore | %0 Congress. ing a step as currency devaluation. It is open to great 

The advantages of such a procedure are immed- doubt, however, whether cheapening the currency 
in- | lately evident. It contains all the necessary safe- will solve Canada’s dollar crisis, universal phenom- 


guards for ourselves and yet will not make the pro- 


enon of a badly ailing postwar world economy. Can- 











‘to | gram ineffectual. Firm conditions are to be set for ada’s dollar crisis arises from inability to convert 
our help, one of them that the nations thus aided trade receipts of other currencies into USA dollars. 
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The problem has been intensified by British discon- 
tinuance of sterling convertibilty. But it would seem 
that devaluing the Dominion currency would hardly 
solve it. 

Canada, despite its unfavorable trade balance with 
the USA, has a favorable world trade balance, if her 
trade with the Sterling area, Latin America and 
other countries is included. With convertibility at 
the root of the problem, increasing exports to “hard 
money” countries would seem more important, and 
more effective a move, than currency devaluation. 
Canada’s close commercial relation with Britain, the 
huge Canadian shipments of goods to that country 
which otherwise might have been sold in part to 
“hard money” areas, have much to do with the pres- 
ent dilemma. A real solution of the exchange prob- 
lem thus automatically calls for a much wider basis 
for settlement. It is unlikely, for just that reason, 
that there will be any devaluation at this time. Nor 
do we take much stock in the old rumor, currently 
also resurrected, that the Canadian Government may 
pay a premium price on gold to spur output and 
gold exports to the USA. 

It is quite possible, on the other hand, that certain 
emergency measures may have to be taken, pending 
a broader settlement. There may be new determined 
attempts to curtail non-essential imports from the 
USA. There is talk about floating a big Canadian 
loan in the American market though there is some 
doubt whether it could be made big enough to match 
the need. Moreover, this would only stave off a later 
reckoning. Finally, the possibility cannot be ruled 
out that the Dominion may decide to arrange for the 
sale of at least part of the large amount of American 
securities held by Canadians to bolster its USA dollar 
reserves. 


THE STEEL SHORTAGE ... The prospect of another 
two years of steel shortage recently held out by 
spokesmen for the steel industry is doubtless not a 
comforting thought for the steel-starved capital 
goods industries which ever since reconversion have 
fought a difficult battle in their attempt to reach 
all-out production. Lack of an adequate steel supply 
has enormously handicapped, and is still hindering, 
achievement of production goals in many vital fields. 
Against earlier hopes of a better balanced demand- 
supply situation by the end of this year, it is now 
thought that no marked easing of the tight situation 
may be expected before the middle of next year, and 
that despite the expansion plans currently under 
way, it will take some two years to end the shortage, 
assuming adequate supplies of scrap, coal, coke and 
ore, and no more strikes. 

The steel industry has answered those of its critics 
who have charged it with calculated unwillingness 
to expand steel-making capacity, by announcing that 
it has embarked on a program, costing $1 billion, 
which ultimately will lift ingot capacity by 2.5 mil- 
lion tons. In itself, this is an impressive refutation 
of statements that the steel companies are holding 
back production and expansion. But it may not sat- 
isfy those who have been agitating for far greater 
expansion, for a program geared to meet fully pres- 
ent and prospective abnormally high demand rather 
than based on sound appraisal of future needs. 

_ In this controversy, one can sympathize with the 
industry’s alleged “timidity” in its projections of 


eventual demand. The investment needed for large- 
scale expansion of basic steel production is so vast 
that steel companies are understandably reluctant to 
assume unnecessary risk; a recession might catch 
them with costly surplus facilities and seriously im- 
paired liquidity and earnings. Moreover, plant ex- 
pansion takes time and would call for diversion of 
considerable finished steel out of current production 
that would be sorely missed. Thus for a time at least, 
a substantial increase in steel capacity would not 
only contribute nothing towards easing the situation 
but were bound to intensify existing shortages and 
dislocations. All this makes an excellent case for 
judiciously calculated expansion rather than a head- 
long rush into further vast additions. 

On the other hand, an adequate steel supply is 
vital to the national welfare, and the steel shortage 
has been a serious handicap. The sooner this situa- 
tion is rectified, the better. Any inclination towards 
an “economy of scarcity” in steel would be an un- 
fortunate approach. 


CAUSE AND EFFECT... A study published by the 
Institute of Life Insurance, based largely on govern- 
mental sources, reveals that the American people for 
all manner of purposes have run their personal debts 
up to a total of $45 billion—a new all-time high that 
tops by nearly $5 billion the peak figure reached just 
before the financial collapse in 1929. Even more sig- 
nificant than this staggering total itself is the fact 
that fully $11 billion of this debt has been incurred 
during the last eighteen months, an increase of al- 
most one-third above the total which prevailed at 
the start of last year. 

This big rise in debt, the Institute comments, has 
been incurred when living costs and the general price 
level were moving to record levels under a combina- 
tion of inflationary pressures. The report further 
cites studies by the Federal Reserve Board that more 
than one-fourth of the families in the US lived 
beyond their incomes last year, either by drawing 
on savings or by borrowing. 

Taking these statements together, their cause and 
effect relationships are obvious. The heavy spending 
that has occurred, not only out of record-breaking 
national income but with borrowed money as well, 
could not help but contribute heavily to the severe 
upward pressure on prices, which in turn undoubt- 
edly has led to further borrowing. The fact that so 
large a proportion of American families was forced 
to live beyond their incomes clearly shows that far 
from all of our population have garnered the fruits 
of our inflationary postwar prosperity. Large seg- 
ments were and still are severely squeezed between 
soaring prices and lagging incomes. 

From the standpoint of our over-all economy, this 
is not a healthy situation. It stands to reason that 
when a recession, with lower prices, begins, those 
who borrowed heavily may find themselves in none 
too good a position. And dwindling purchasing power 
of those who bear the brunt of the price squeeze 
may be the very cause that will speed such a de- 
flationary trend. 

The Institute is ready with good advice: Don’t 
jump on the spending-borrowing bandwagon! Buy 
wisely, conserve your resources! To which we would 
like to say Amen. 
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As 9 See Jt! 


By CHARLES BENEDICT 


THE PACE GROWS FURIOUS 


Jd n his vituperative speech, Mr. Vishinsky 
declared political and economic war against the 
United States, and he presented too, the list of vic- 
tims that the so-called “communists” would demand 
if they ever succeeded in overturning this govern- 
ment. This brazen effrontery has been equalled only 
by Russia herself in dealing with the opposition in 
her campaigns against the lesser powers. This tech- 
nique is designed to frighten those individuals to 
such a point of demoral- 
ization that they will 
seek terms and make it 
easy for the Kremlin to 
take over. After which 
liquidation will take 
place anyway. 

Related to the United 
States, the purpose 
must have been de- 
signed particularly to 
impress Russia’s hap- 
less victims elsewhere 
with the belief that 
Russia is all-powerful 
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“THE TROUBLE WITH THOSE LONG ENGAGEMENTS” 
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ever, by disclaiming a desire for war on the battle- 
field, and charging the United States with planning 
war against her, Russia hoped to set herself up 
among the ignorant and uninformed as an advo- 
cate of peace, so that should a shooting war ensue as 
a result of Soviet intrigue and machinations, the 
blame would go to the United States—the possessor 
of the atomic bomb. 

As is well known, we are dealing with the most 
ruthless kind of gang- 
sterism using methods 
designed to deter our 
leaders from taking the 
steps necessary to bring 
about a sound solution 
of the overwhelming 
problems that confront 
us. The action we have 
taken to by-pass Russia 
through the U. N. As- 
sembly has proven to 
be a step in the right 
direction, forced upon 
us by the impotency of 
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and can also take on the 
United States — and 
therefore they had bet- 
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the veto-ridden United 
Nations. However, this 
is only a stop-gap, for it 





ter think twice before 
they collaborate with 
Uncle Sam. 

In fact, Mr. Vishin- 
sky’s accusations were 
anti-climactic, coming 
after the sound and 
forthright statements 
of Gen. Marshall on the 
veto, and the construc- 
tive suggestions that he 
made for peaceful world 
collaboration. The Vi- 
shinsky diatribe did not 
fool the uninformed 
whose wits have been sharpened by their experiences 
with Russian methods in their own countries, nor 


the informed minority who merely shrugged off the 
cynical insincerity of those distorted charges. 

The speech, however, accomplished one thing—it 
told us that the Russians are unlikely to leave the 
United Nations because they do not wish to lose 
the propaganda advantages of this platform for 
world opinion, nor the contacts that would keep them 
fully informed regarding international plans and 
activities, while at the same time their membership 
would continue to permit them to pull the strings 
by use of the veto. 

No one was impressed by Vishinsky’s attempts to 
pooh-pooh a shooting war because it is too well 
known that Russia relies on political infiltration and 
economic warfare to accomplish her purpose. How- 
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Dowling in the New York Herald Tribune 


is clear that a way must 
be found to circumvent 
the veto so that the UN 
can function as was in- 
tended, and can throw 
off the shackles of any 
one power like Russia 
who seeks to use it for 
her own ends instead of 
the general good. 

The present state of 
affairs is illogical and 
absurd and, if Russia 
refuses to permit any 
change in the matter of 
the veto, we must take the bull by the horns and set 
about forming a new world organization to supplant 
the present one. If Russia and her satellites refuse 
to join, we would just have to go on without them. 

I do not believe Russia would like to contemplate 
such a possibility as it would be neither practical 
nor safe as far as her interests are concerned. Under 
these circumstances, therefore, the Kremlin would 
have no alternative but to compromise on the veto— 
unless of course Russia decides to leave the UN be- 
forehand, which I doubt. 

In openly threatening us in the Middle East, in 
Greece and in China with economic and political war- 
fare, the Soviet government has thrown down the 
gauntlet and is challenging us to combat. We must, 
therefore, take the diplomatic and economic offensive, 
if we are to defend ourselves, as far as the veto is 
concerned and by other measures—if we are to pre- 
vent economic collapse and political chaos in this 
country and the rest of the world. 
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Factors Shaping Market Selectivity 


Recent market action, even if not emphatic, 
lessens the risk of important further decline 
and improves the chances for a medium-term 


rise of some proportions, barring seriously un- 
By A. T. 


by here has been little net change in the 
position of the market over the last fortnight. 
Nevertheless, the implications of the performance 
are encouraging, as far as they go. The latter quali- 
fication has to be emphasized, for this apparently 
remains, as it long has been, a market of fairly 
limited movement, in both directions, and with the 
major trend still open to question. In a trading- 
range market of any breadth—such as this one has 
been for over a year—alternating phases of advance 
and decline are, of course, inherent as long as the 
range is unbroken at either top or bottom. Under 
these conditions it is easy to attach undue signifi- 
cance to technical indications which, alternately en- 
couraging and otherwise, are less than conclusive. 
The most pertinent thing to note about the recent 
performance is that in an atmosphere of grave un- 
certainty about the foreign outlook, disturbing gyra- 
tions in the grain markets and no little doubt about 
business prospects beyond the year-end, there has 


settling foreign developments. The dividend 
trend is strongly favorable. We advise con- 
tinued maintenance of substantially invested 


positions, as heretofore recommended. 
MILLER 


been no increase in the willingness of investors to 
sell stocks. Note the relative steadiness in the two 
lines of the Support Indicator chart on this page. 
At the lowest levels yet seen for the averages 
(which were only moderately under the August 
lows) the margin of support indicated on this chart 
remained comfortably wide, with the demand line 
still in the dominant position. For the market to 
decline much from the present level would take an 
increase in the supply of stock for sale. At present, 
there is nothing pointing in that direction. 


Reversion From Bearishness 


On the contrary, in two trading sessions early 
last week, there occurred the sharpest rally of the 
entire reactionary phase since the July recovery 
highs were established, and it was accompanied by 
much larger volume than had been seen on any 
previous rally within this period of about eight 

weeks. Realizing sales late in the week, 





MEASURING MARKET SUPPORT 
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on lower volume, cancelled only part 
of the gain. As a result, there have 
now been ten trading sessions, as we 
go to press, without any extension of 
the reaction lows of September 8. 
Barring some major shock in the 
news, the longer those lows stand, the 
less becomes the chance of a close test 
of the May bear-market lows, the 
greater the chance of a test of the 
July highs sometime before the year- 
end. There was always the possibility, 
of course, that the July-September de- 
cline — like any downtrend, of weeks’ 
duration, from a recovery top—might 
develop into a new leg of a bear 
market. Concern on that point, if not 
ended, is now at least materially re- 
lieved by the market’s reversion from 
over-bearishness. We remain of the 
opinion, previously expressed, that im- 
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180 
we portant medium-term decline is un- 

likely; and that there is potentiality 
160 for an advance either to the general 
150 vicinity of the July highs, or moder- 
140 ately above them. At the same time it 
130 must be acknowledged that, in the 


light of basic uncertainties, it would 

-— certainly be premature, even if not 

otherwise wrong, to bank on a sus- 
tained bull market. 

So far as the early trend is con- 
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thdse already discussed, of 
generally hopeful import. 
One is the relatively satis- 
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factory action of rail stocks 
in the face of considerable 
gloom — by no means un- 





founded — over this indus- 
try’s basic problem of coping 
with inflationary conditions 








now, and withstanding on- 
erous deflationary adjust- 
ments, with a return to more lt! 
normal traffic volume, at t 
some future time. The grant- . 




















ing of emergency rate relief 
by the ICC is imminent, as 
this is written; and may be 
expected to assure at least 
fairly good rail earnings, un- 
til the basic rate case is de- 
cided months hence, barring 
a traffic slump meanwhile. 
This suggests a more favor- 
able news environment for 
the rail market than it has 
had in some time. 

Second, there have been 
no cases of bad “spills” in 
individual stocks, such as 
would be typical of a liqui- 
dating market. On the con- 
trary, a fair number of 
stocks, including some which 
had long been out of favor, 
have recently shown excep- 
tional individual strength. 
That is usually more charac- 
teristic of the start of an in- 
termediate rise than of a 
minor, technical rally. With 
the general list roughly half- 
way in the year’s trading 
range, the number of issues 
recently able to make new 1947 highs, while far 
from large, has substantially exceeded the number 
making new lows. 

Finally, American Telephone, long weaker than 
the market, quietly recovered to the best level in a 
good many weeks. It would be easily possible to ex- 
aggerate the general significance of this. Yet the 
fact remains that this is the most widely held in- 
vestment-grade stock, which means that its indi- 
vidual action influences, as well as reflects, the 
sentiment of more investors than does that of any 
other stock on the Big Board. 
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The Foreign Uncertainties 


It is obvious that the market is going to be under 
a general cloud of uncertainty about foreign rela- 
tions for an indefinite time to come. It seems to be 
just a matter of varying degrees of crisis — of 
periods of relative “quiet” in the newspaper head- 
lines between the periods of rising emphasis on old 
or new worries. It is also a matter of the degree to 
which the collective investment-speculative mind is 
“conditioned” to the general worry over the world 
situation by the familiarity which develops merely 
from living with it week after week, month after 
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month. 

The market by now is certainly conditioned to 
this country’s short-of-war struggle with Com- 
munist Russia, and probably will not get unduly 
excited about further moves and counter-moves 
therein unless they raise the specter of nearby war. 
The latter is believed to be only a remote possibility 
over the early years ahead, with such risk as exists 
probably centering more in potential Russian mis- 
caculation of our “snapping point” than of deliberate 
war designs. 

The market probably has digested the well- 
advertised matter of interim aid to Europe enough 
so that the uncertainty as to just what Congress 
will do about it, and when, ought not to weigh 
heavily on it. Nor is there probably much bearish 
ammunition in what may be done under the Mar- 
shall program. Optimism that it will provide an 
adequate long-run economic solution for Europe 
is not high, to put it mildly. However, if it promised 
to “hold the line” even for a year, it would be that 
much to the good by temporarily de-emphasizing 
some aspects of the basic crisis. Real light on this 
is, of course, some months ahead. 

Serious reverses for the U.S. in this struggle 
probably would not find the market conditioned — 
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for instance, Communist coups in Italy or France. 
Within this last fortnight the news from Italy ap- 
peared at one time to suggest that the Communists 
perhaps were near the point of precipitating a show- 
down. It looks less so at this moment. What it might 
be a month from now, this writer certainly does not 
profess to know. The Kremlin is capable of biding 
its time and playing an opportunistic game — but 
also of testing our nerves at points and in ways of 
its own choosing. 


Business Still Rolling On High 


Since May there has been a decline of near 20% 
in the monthly rate of our exports. At the same 
time, judging by the July statistics, the long ex- 
pansion in business inventories has either termi- 
nated or slowed to a walk. These are two of the 
“temporary props” under the initial postwar boom 
to which the President alluded so pointedly in his 
mid-year economic report. Yet, despite a substantial 
decrease in their potency, there has not yet occurred 
any significant shrinkage in the total demand for 
goods. Consumer demands, continuing high business 
outlays for plant and equipment and some over-all 
gain in building activity have sufficed to keep pro- 
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Publicly Reported Dividend Payments* | 

by Industry Groups for Three Months Ended _ | 

| 

July 1946 and 1947 | 

(Millions of dollars) 

Three Months | 

Ended July 31 yo. 

1946 1947 Change | 

Total . 1050.4 =: 1213.5 +15.5%| 

[Mining 56.9 82.1 +445 | 

| Manufacturing... 511.3 617.3 +20.8 | 

Food, beverages, and tobacco 71.6 88.0 +23.0 | 

Textiles and leather 25.1 38.2 “ore | 

| Paper and printing 20.3 25.9 +27.6 | 

| Chemicals ....... ws 88.2 23.7 | 

Oil refining ....... 100.0 128.9 +28.9 | 

| tron and steel...... 52.5 65.0 +23.8 | 

| Nonferrous metals 19.1 23.1 +21.0 | 

| Machinery (except electrical). 38.4 47.2 +22.8 | 

| Electrical machinery 20.9 27.0 +292 3 

Transportation equipment 14.3 12.2 —14.7 | 

Automobiles... 39.1 24.8 —36.6 | 
Other manufactures 38.7 48.8 +26.2 
eae eee Rea 69.6 78.5 +12.8 
Finance . 151.5 157.6 + 4.0 
[Railroads 57.1 50.8 —i1.0 
Heat, light and power 112.8 133.3 +18.2 
Electric light and power 95.0 113.9 +19.9 
RAS nthe ee. 17.8 19.4 + 9.0 
Communications ........ 61.8 59.7 — 34 

| 

Miscellaneous ... 29.4 34.2 +163 | 

*—These figures include only publicly reported cash dividends | 

which account for about 60 percent of all cash dividends paid 

as compiled by Dept. of Commerce. 

—— 
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duction at a high level, national income paymen 
at a record level. 

This is always subject to change. Business capita 
expenditures, inclusive of plant and inventories 
seem bound to be materially lower for 1948 thar 
for 1947, and might be widely so, given general ream 
cession. In conjunction with lower exports — thé 
Marshall program will only determine how much 
shrinkage — this might tip the scales. Yet all that, 
can be said with much assurance right now is that} 
the timing and extent of the long-heralded adjust; 
ment are still conjectural in pretty wide degree. 


Dividend Payments Show Variations 
In Corporate Confidence 





In any event corporate earnings for at least the 
rest of this year will make a fine showing, the trend 
of dividends is still upward, and the current average 
yield on representative industrial stocks is ove 
twice that obtainable from high-grade bonds. How 
potent this may be in putting stocks up can be d 
batable, since it is more of the same, rather tha 
something new; but, taken by itself, it certainly 
supplies no bearish argument. 

What has been going on in dividends is pointed 
up by the tabulation accompanying this article 
showing second-quarter changes in total payments, 
as well as by major industrial classifications. It is 
taken from Department of Commerce data on divi: 
dends of publicly held stocks accounting for abou} , , 
60% of the total of such payments. The inillenkal 
total for the quarter was 15.5% over that of the 
like period of 1946, although the July gain alone 
was 13%. It is interesting as an indication of where 
the confidence of directorates in the future is} 
strongest and where there seems to be a more 


¥ 
¥ 
be 


cautious attitude. From here on, comparison will be — 
with the best period of last year. This will tend to one 
hold down the percentage gain for the fourth} pPyes 
quarter, but the total will be well above that of af men 
year ago, inclusive of the large year-end special or| cal 1 
extra payments, and probably will set a new all-time tant 
peak only 
: final 

At the bull-market high last year, all dividend-| rate 
paying common stocks on the Big Board sold at] citiz 


about 30 times indicated average dividend rates. At Tl 


the low last May, largely due to increased payments, bt 
but also to lower prices, this had come down to less} __perr 
than 17 times. Since May, higher payments have] arot 
almost offset the recovery in prices, so far as effect} So | 
on yield is concerned. Relative to dividends, stock Pres 
prices are at an historically reasonable level, al- Ke 
though not an extreme one. 194! 
There is no change in our policy, which calls for} esti 
continued maintenance of 75% invested positions mi 
in average accounts, and for especial emphasis on Nay 
careful selectivity. coul 
Monday, September 22. 
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U. 8S. FINANCES 


... and obligations... 


Despite our enormous resources the period 
ahead will be one of considerable strain 


tion, hitherto so elusive a dream, 
would seem to be at least feasible 
financially. Still, as we go on, we 
shall see that it may be best to 
temper hope with caution. We find 
the congressional economies to pare 
the budget have fallen rather short 
of expectation, amounting to little 
more than about half a billion dol- 





By WARD GATES 


Yh assaying our public finances and obliga- 
tions in the light of current and prospective trends 
and needs, I can think of no better starting point 
than the mid-year budget estimate released by the 
President towards the end of last month. Govern- 
ment budgets normally make rather dry and techni- 
cal reading, one reason why many people are reluc- 
tant to study them thoroughly. Still they should, if 
only because of the vital fact that such budgets are 
financed by tax dollars—your dollars—and with tax 
rates being what they are, the role of the average 
citizen is far from that of an uninterested bystander. 

The “battle of the budget” just concluded by 
Congress, meaning the searching congressional re- 
view of the budget with an eye to economizing and 
permitting reduction of taxes, has fortunately 
aroused unusual public interest. 
So has the announcement by the 
President of an estimated budget 
surplus of $4.7 billion for the cur- 
rent fiscal year ending June 30, 
1948, compared with his January 
estimate of only $200 million. 

This, by all odds, was the most 
welcome surprise for the taxpayer 
in many a moon, for what else 
could it mean but that tax reduc- 
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lars net. Thus in spite of all the 
huffing and puffing, the Federal 
Government will spend a total of 
at least $37 billion during the cur- 
rent fiscal year as against $37.5 billion early pro- 
jected by the President. 

The relatively small net reduction in expenditures, 
it must be added, was not due to congressional re- 
luctance to pare outlays. On the contrary, pressure 
in that direction was severe and revisions initiated 
by Congress resulted in cuts totalling $1.52 billion. 
However, some new expenses were added on the 
President’s recommendation in the net amount of 
$638 million including $400 million proposed for 
Greek-Turkish aid, and an increase of $500 million 
in estimated drawings by Britain against their U.S. 
credit further swelled the outgo side. Moreover, 
while Congress lopped another $832 million off the 
earlier budget estimate, the President refused to 
consider this cut as permanent. The revised budget 

assumes that this amount will 
have to be restored by deficiency 
appropriations. Thus altogether, 
actual reduction in expenditures 
as foreseen in the mid-year budget 
estimate will come to no more than 
$528 million. 
Comparative budget figures, 
showing actual figures for the last 
_ fiseal year (1947), the early Janu- 
ary estimate and the mid-year re- 
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vised estimate, are listed in the last column. They 
are worth studying, for they are full of meaning! 

The $4 billion budget increase in estimated re- 
ceipts, the silver lining of the revised budget, re- 
flects mainly higher than anticipated levels of 
individual incomes and corporate earnings which 
automatically boost tax yield—in this case to the 
tune of an estimated $2.3 billion. Retention of war- 
time excise taxes which should bring $1.2 billion, is 
another major element responsible for the surplus 
estimate. Estimated higher income tax yields, of 
course, reflect not only the high level of business 
but importantly also the rise in prices and its effect 
on national income. Thus it is expressive of both 
the high level of our economy and the strong infla- 
tionary pressure currently experienced. We now 
enjoy the largest national income (about $200 bil- 
lion annually) that we or any other country has 
ever had. But our national income is measured in 
terms of the highest prices of which we have a 
record. Measured on basis of satisfying needs and 
demands, we are not quite as well off as appears on 
the surface. Still it is an impressive figure, but also 
one that calls attention to the absolute need for a 
sustained high level economy if budget deficits are 
to be avoided. Any future contraction of business 
from a tax standpoint would have painful conse- 
quences, unless offset by sharp budget economies. 
And possibilities for the latter appear somewhat 
ephemeral. 


Our Major Expenditures Relate to War 


The outgo side of the budget above all drastically 
brings home the high cost of modern war, for about 
three-fourths of all expenditures relate directly to 
war, the effects of war, and our efforts to prevent 
a future war. Thus 28% of expenditures ($10.4 
billion) for the 1948 fiscal year are for national de- 
fense. 20% or $7.5 billion are for veterans’ serv- 
ices and benefits. 14% or $5.1 billion are for servic- 
ing our national debt, largely the result of war, and 
almost 12% or $4.3 billion are to support inter- 





Costs of implementing our foreign aid program will be huge 


690 





























Budget Receipts and Expenditures 
Based on Existing and Proposed Legislation for the 
Fiscal Years 1947 and 1948 
(In Millions) 
1948 Estimated 
1947 Budget _ Revision 
Actual  Jan., 1947 Aug., 1947 
Budget Receipts $43,259 $37,730 $41,667 
Budget Expenditures: 

National defense «14,451 11,256 10,401 
Veterans’ services and ini a 7,373 7,343 7,469 
International affairs and finance 6,669 3,510 4,301 
Social welfare, health & security 1,856 1,654 1,953 
Housing and community facilities 385 539 164 
Education and general research... 71 88 72 
Agriculture and agr. resources... 1,331 1,381 939 

Natural resources not pieay 
PaNICUNMN oa 578 1,101 1,160 
Transportation & communication 861 1,530 1,435 
Finance, commerce and industry 237 426 297 
Labor 121 118 102 
General government... 1,375 1,492 1,494 
Interest on the public debt... 4,957 5,000 5,125 
Refunds of receipts... _- 3,056 2,065 2,063 
Reserve for contingencies............. ea 25 25 

Adjustment to spa sniasnes 
statement basis —316 ee : 
Total Budget Expenditures... $42,505 $37,528 $37,000 
Surplus ._... 754 202 4,667 

















national programs and activities for world peace. 
This leaves 26% or $9.7 billion for all other Govern- 
ment programs, of which the share of “general 
—e. is only $1.5 billion or 4% of the grand 
total. 

How close these enormous totals will come to the 
mark when the Government’s books are finally 
closed on June 30, 1948, is of course impossible to 
say, just as it would be optimistically premature to 
assume that the revised budget represents a ceiling 
for future Federal spending. On the contrary, it is 
hardly likely that expenditures will 
drop substantially after this vear. 
Spending for national defense will stay 
around its present levels unless the 
world, improbably, settles down to more 
sensible pursuits. While unification of 
the Armed Services will mean some 
economies, these will be more than off- 
set if Congress passes a universal mili- 
tary training bill that will probably cost 
some $2 billion. 

Veterans’ payments will remain con- 
stant over the nearer term, but may 
increase in later years. Thus no reduc- 
tion can be looked for here. 


Interest on the national debt will 
continue about the same, despite fur- 
ther debt reduction out of surplus, be- 
cause any interest savings arising there- 
from may be largely offset by the up- 
trend in short-term interest rates re- 
cently permitted by the Treasury—of 
which more later. 


Above all, the item of international 
finance remains a major question mark, 
for the revised budget does not allow 
for additions to the international aid 
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program, and additions there will be. It 
does not include such measures as the 
proposed Marshall program with a cur- 
rently estimated overall cost of $15 bil- 
lion to $20 billion, or outlays of $4 
billion to $5 billion annually for a num- 
ber of years. 

“In short, only a sudden and quite un- 
likely improvement in the international hi) 
situation, or a far more drastic con- ee EME 
gressional economy program, would 
permit the hope that currently envis- 
aged expenditures will represent any- 
thing like a top for future budgets. 
Admittedly, much can be done by fur- 
ther economizing, provided that Con- 
gress finds it politically feasible. But the 
taxpaper, in this respect, has grown 
somewhat skeptical if not downright 
cynical; he wants to be shown. 

Even more tenuous would seem the 
hope of relief stemming from an im- ¢ 
provement in the international situa- 
tion. Things seem to get worse instead 
of better and one way or another, this means con- 
tinued high expenditures to cope with the situation. 
Failure to implement effectively our policy of aid 
to friendly nations would call, sooner or later, for 
the need of a heavy armament program that in the 
long run almost certainly would prove even more 
costly than anything now envisaged under the 
Marshall plan. It is one of the obligations that we 
can hardly escape both in our own interest and that 
of future world peace and stability. 

As it is, prospects point to a long era of overseas 
spending by Washington that will be difficult to 
reconcile with tax reduction, for we cannot afford 
a larger national debt. On the other hand, the 
Marshall plan can not only help put the world back 
on its economic feet but it can promote lasting 
nee, provided it is linked with a strong foreign 
policy. 


= _— 


Foreign Help Inflationary Now — Deflationary Later 


Both monetarily and economically, the policy im- 
posed on us by the deterioration of the international 
situation has inflationary implications for this coun- 
try at a time when deflationary tendencies would 
surely be more welcome. Continued shipments of 
goods abroad, as gifts or on credit, will certainly 
weaken us economically. Such an outgo surely spells 
continued heavy taxes, withdrawing from the do- 
mestic economy an inordinately large amount of 
private spending power, a process moreover aggra- 
vated by the steadily rising cost of living. In the 
long run, the resultant cut in real domestic purchas- 
ing power cannot but have a strongly deflationary 
effect. 

There might of course be a way out of this 
dilemma if one could assume with certainty that 
the outlays under the Marshall plan wil be even- 
tually repaid. Then private capital might be invited 
to finance these foreign loans instead of having the 
taxpayer saddles with their cost. However, this ap- 
pears hardly feasible. 

What about the budget surplus, the taxpayer will 
ask. Don’t we expect to have a surplus of $4.7 bil- 
lion, and isn’t that enough for a sizeable cut in in- 
come taxes? To which must be answered that the 
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Three fourths of our budget outlays are related to war and national defense 


surplus figure is by no means final, and even if it 
were, it will be devoted to further retirement of the 
national debt, still standing at over $258 billion and 
requiring an annual carrying charge of some $5 
billion. 

This of course is sound fiscal policy, and also 
sound economic policy. While postwar debt retire- 
ment, some $11 billion so far, has been accomplished 
by reducing the Treasury cash balance, future debt 
reduction can come only from budget surpluses. 
Also, by further reducing that portion of the debt 
largely held by the commercial banking system, we 
help alleviate the inflationary effect of this very 
type of debt ownership by reversing the bank 
credit expansion that has occurred during the war. 
This is what we have done so far, and the Treasury 
proposes to continue this course. 

Practically the entire decline in the national debt 
since the peak has been in the holdings of the com- 
mercial banking system. Holdings of debt of non- 
bank investors as a whole have remained practically 
constant. This concentration of debt reduction in 
bank holdings has been in accordance with Treasury 
policy of spreading the ownership of the debt as 
broadly as possible, and has helped lessen inflation- 
ary pressures during the reconversion period. Essen- 
tially the program was made possible by the Treas- 
ury’s policy of maintaining a substantial portion of 
the debt in short term securities. It is a policy that 
maintained the liquidity of the banking system and 
placed a large portion of the debt in a form in which 
it could be easily retired. 


Creeping Advance in Interest Rates 


Debt reduction was not without influence on inter- 
est rates. It resulted in upward pressure on prices, 
and consequently lower yields, of long term issues, 
finally necessitating Treasury action in “defrosting” 
the heretofore pegged short term interest rates. 
This action came in a series of rate adjustments 
representing a creeping advance in interest rates 
which began almost 114 years ago, and marked a 
long expected step in the process of adjusting mone- 
tary and credit policy to peace-time requirements. 
It also reflected the (Please turn to page 732) 
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By WILLIAM A. HOWELL 


I n appraising the numerous changes that 
have occurred recently in the business outlook, the 
more important influences might, for convenience, 
be taken up under three main headings. 

First are the disturbing “Problems” of (1) Price 
Inflation, (2) European Crisis, (3) Heavy Taxation, 
and (4) Expanding Credit. Next are the frequently 
overlooked “Supporting Elements” of (1) High In- 
dustrial Production, (2) Continued Building Con- 
struction, (3) Active Retail Trade, (4) Large Em- 
ployment, and (5) Record National Income. Third 
are the probable effects of these interrelated factors 
applied to the indicated earnings and dividends of 
individual industries, which in the majority of lines 


" BUSINESS and {7 
_ DIVIDEND outlook ~ 


Boo Clade 





are still favorable or at 
least satisfactory, but have 
in certain areas turned 
definitely less promising. 


The “Problems” 





The problems of prices 
and of Europe have taken 
the foreground as affecting 
business and market senti- 
ment, and may lead even 
to the calling of a special 
session of Congress. 

Price inflation, a recur- 
ring source of danger to 
the national economy since 
1940, has broken out anew 
and to an extreme degree 
in food products. Through- 
out most other lines, how- 
ever, there is also upward 
pressure. Prices are high 
and rising because of the 
combination of such factors 
as heavy domestic demand 
plus buying for export, 
high production costs, and 
an excessive supply of 
money and credit. 

High costs reflect wide- 
spread increases in wages, 
in raw materials and fuels, 
in railroad freight rates, 
and in taxes. The American 
people are now caught in a 
typical but extremely seri- 
ous inflationary spiral, in 
which increases in one field 
spread around the circle 
and cause still further in- 
creases. Although the 
higher prices result in a higher “national income,” 
most people are worse off than before because their 
greater dollar income buys less in goods and 
services. 

Inflation brings a thousand different ills and in- 
equalities, and the worst type of inflation is that of 
food prices—now being experienced. Soaring costs 
of groceries, meat, bread, dairy products, vegetables, 
fruits and other food items have unbalanced the 
budgets of millions of families. Food is the largest 
single element in total personal expenditures. Ap- 
proximately 90% of the nation’s families have in- 
comes of under $5,000 per year, and 60% have less 
than $3,000. 

Already the disproportionate expense 














for food is forcing a curtailment of other 
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7 purchases, affecting adversely retail trade 
260 (which we shall discuss later) and thus 
ors upsetting the economic equilibrium. Seldom 


has there been a time, according to wide- 
spread individual testimony, when it was 
so difficult for the average family to save 
any money, and this condition is borne out 
by the national statistics showing sharply 
reduced savings this year. 

Second in importance only to the problem 
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of price inflation is the European crisis. 
Ever since VE-day this problem has been 
acute, but now it apparently is becoming 
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permanent. Economic recovery on the Continent and 
in England has been retarded by a combination of 
circumstances, described in the comprehensive Mar- 
shall report, and the United States has extended 
support to the extent of several billion dollars an- 
nually in loans and gifts. 

The British exchange crisis, accompanying the 
admission that the $334 billion U.S. credit was 
virtually exhausted and that the agreement to make 
sterling convertible into dollars could not be ful- 
filled, revealed that foreign conditions were even 
worse than had been generally believed here. 

Although the initial shock of the British crisis 
had a depressing effect upon business and invest- 
ment sentiment here, many additional and serious 
repercussions upon our trade with other parts of 
the world are now becoming apparent. Inability to 
make sterling freely convertible has spread, like 
bank failures, to “freeze” in part the current and 
accumulated balances of other countries, including 
Canada, Latin America, and the Far East. 

In contrast with the hopes of a few months ago 
that international trade was to be unshackled from 
its exchange restrictions, import quotas, export sub- 
sidies, barter agreements, etc., the world trade situ- 
ation now appears to be deteriorating rapidly toward 
more restraints and difficulties than ever before. 

While only time can tell what success will be made 
in settling Europe’s problems of stimulating pro- 
duction, checking the current excess of imports, 
stabilizing currencies and prices, etc., it seems al- 
ready clear that the effect upon American trade 
will be a sharp curtailment of exports. Now there 
remains only the questions of how fast, and how 
far, our record-breaking and unbalanced exports 
will decline. 

In May, 1947, exports reached a peak representing 
an annual rate of $17 billion; imports were at $5.6 
billion, leaving a balance of $11.4 billion. Two 
months later, in July, exports had declined by 19% 
to an annual rate of $13.8 billion, imports to $5.4 
billion, and the balance to $8.4 billion. 

A further drop in American exports, and in the 
balance over imports, is indicated by the recent im- 
port restrictions imposed by numerous countries as 
an outgrowth of the British exchange crisis, as well 
as the depletion of their holdings of gold and dollar 
exchange used in settling their heavy American 
trade balances of previous 
months. 

The effects upon the 
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way as a “chain reaction” touched off by the British 
crisis. Others take the more optimistic view that a 
moderate slowing down would be welcomed here as 
quenching the inflationary fires and thereby restor- 
ing sounder conditions; they have confidence that 
the application of the Marshall plan or some modi- 
fication thereof will, with the aid of better crops 
abroad next season, enable Europe to get back on 
its feet and also prevent any real collapse of Ameri- 
can exports. 

Taxation is an underlying, rather than surface, 
problem. Reducing federal expenditures much below 
the present level of $37 billion (over 4 times 1939) 
has been demonstrated this year to be far more 
difficult than expected. This is due to the large items 
in the budget for national defense, veterans’ serv- 
ices and benefits, interest on the public debt, inter- 
national aid, social security, and financing the 
multitude of regular departments, bureaus, and 
agencies. 

At the same time, state and municipal govern- 
ments throughout the country are calling for more 
taxes (sales, income, (Please turn to page 730) 
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American economy of this 
drop in exports might at 
first be favorable, to the ex- 
tent that it may reduce the 
inflationary pressure upon 
prices here, and will make io 
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more goods (foods, steel 
products, automobiles, tex- 
tiles, etc.) available to meet 
the still unsatisfied domestic 
demand. But beyond that, a P 
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foreign selling is necessarily in the 
immediate offing or even ultimately 
inevitable. It is simply a statement 
of likelihood. However, the foreign 
situation being what it is, with a 
progressive deterioration taking 
place in both the economic and 
political condition of most of 





By FRANK R. WALTERS 


‘| hat a wave for foreign selling could strike 
the New York Stock Exchange at any moment is 
already clear to all observers. In fact, the Federal 
Reserve Bank of N. Y. has gone as far as caution 
and banking policy would permit in warning us of 
the possibility of some such development. 

It states: “With a view to increasing their dollar 
balances, some foreign countries are beginning to 
or continuing to liquidate their holdings of Ameri- 
can long term securities. Aggregate net sales, how- 
ever, have been rather small, securities worth 234 
million dollars (at market prices) having been sold 
in the first V-E Day year, and 223 million in the 
following year. These sales represent mainly the 
liquidation of British and Canadian holdings, and 
in recent months of Dutch and Latin American 
holdings also. The rate of liquidation may increase, 
however, since the Netherlands Government is pro- 
moting the voluntary liquidation of American securi- 
ties by Dutch citizens, France has requisitioned 
American securities held by French citizens, and 
Sweden has recently taken a census of domestically 
held foreign securities.” 

Interpretation of this statement calls for caution. 
It must not be taken to mean that a heavy wave of 
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Europe, and the world dollar short- 
age rapidly approaching the criti- 
cal stage, one is justified in regard- 
ing the bank’s pronouncement as a 
distinct understatement. 

One needs be no technician to realize that should 
such selling materialize the effect upon securities 
prices could prove depressive. 

What is less obvious is that even when the selling 
subsides, and for a long period after that subsidence 
has occurred, the course of the market could con- 
tinue downward precisely because of the absence of 
foreign support. One might almost say, in fact, that 
changes in the flow of foreign long term capital to 
or from the New York Stock Exchange have been a 
decisive factor determining most major market 
movements since the early nineteen thirties. Simple 
historical analysis of the effects of foreign buying 
and selling tend to the conclusion that changes in 
the flow of foreign capital were largely responsible 
for the vigorous bull market of 1935-1936 and for 
the bear market of 1940-1942. Likewise, it would 
seem, they were directly responsible for the wide- 
open break of August-September a year ago. 

This is not to suggest that every variation, large 
or small, in the level of securities prices is ex- 
plicable only in terms of foreign buying or selling. 
There are occasions when the volume, and conse- 
quently the influence, of foreign trading is slight, 
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as during the war years following Pearl Harbor. At 
other times the strength or weakness of the 
domestic economy may be such as to minimize or 
retard the influence of the movement of foreign 
capital to or from this country. A simple contest of 
forces ensues. But given a favorable environment 
within which to operate, thta influence can be ex- 
plosively powerful. 


Effect of Foreign Influences in 1935-1936-1937 


Consider, for example, the upsurge of security 
prices in 1935-19386. If foreign influences are left out 
of account, no rational explanation for that bull 
market is possible. The post-mortem analyses of that 
bull market still show the bemusement, the utter 
confusion of the experts. Mere technical explana- 
tions explain nothing, sneer the fundamentalists. 
Yet most fundamental analyses themselves are in 
direct contradiction of the facts. They claim, quite 
rightly, that 1935 and 1936 were years of rapidly 
rising industrial activity. They point to the growth 
of corporate profits during this period as the direct 
cause of the rapid appreciation of the price of 
securities. But if the same yardstick be applied to 
the year which followed, one is then left without 
explanation of the drastic break in security prices 
which began in March, 1937, and continued through 
to early 1938. 

For in 1937 national income amounted to $71.5 
billion or an increase of $6.5 billion over 1936. Cor- 
porate profits in 1937 totalled $6.2 billion, compared 
with $5.7 billion in 1936. True it is that a serious 
decline in industrial activity set in late in the year. 
That decline came many months after the break in 
the market, and therefore was not an operative 
causal factor. 

It is clear, then, that one must search farther 
afield for explanations of the market action in the 
years? They came largely from abroad. And what 
Whence came the funds to finance the increased 
valuation of securities in those two bull market 
years? They came from largely abroad. And what 
happened to these funds coincidentally with the break 
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in securities prices? Their rate of inflow declined 
precipitately. 

It has been officially estimated that from the be- 
ginning of 1935 to the end of 1936, $3,500,000 of 
foreign capital flowed into this country every day, 
Sundays and holidays included. From the end of 
June, 1985, to December, 1936, foreign purchases of 
American securities amounted to more than $900,- 
000,000, i.e., to more than $50,000,000 of net pur- 
chases per month averaged over the whole period. 

Such a massive inflow of investment funds created 
a shortage of stock relatively to investment demand. 
As a natural consequence, securities levels rose dis- 
proportionately to the rise in industrial activity, in 
commodity prices, or in corporate earnings and 
dividends. 

But, as is too often forgotten, a bull market, to be 
sustained, must command an ever increasing flow of 
funds for the purchase of securities. It is not enough 
that there be no initial attempt at net withdrawal. 
The actual supply of money bidding for a fixed sup- 
ply of stocks must not decelerate in its rate of in- 
crease. Not merely must it increase, but the pace of 
its increase must progressively accelerate. This is 
because, given a fifty percent increase in the average 
price of securities, a fifty percent larger flow of funds 
to market is required to meet offerings than was the 
case when the movement first got under way. A 
greater net inflow of funds is needed even to keep 
the averages steady; a decidedly greater one to press 
them still further upward. 


Rate of Inflow of Foreign Funds 


Reference to Chart I (page 695) shows that the 
rate of inflow of foreign funds for the purchase of 
American securities was almost uniform from June 
1935 to March of 1937. It is of no slight significance 
that the one interruption to this net inward flow, 
which occurred in April-May of 1936 and constituted 
a net outflow of $3,500,000 was coincidental with 
the first real signs that the pace of advance of the 
market itself might soon be subject to a check. Be- 
tween April and May of ‘(Please turn to page 729) 
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Hayapening In W. ashington 





By E. K. T. 


FRIENDS of organized labor here believe the CIO is 
making a faux pas in fighting the Taft-Hartley Law 
provision for “loyalty” certificates. The AFL has 
taken advantage of the clause to build itself in pub- 
lic esteem. The latter organization and its affiliates 
are establishing themselves in good standing before 
the National Labor Relations Board; the former is 





WASHINGTON SEES: 


Airlines are watching with much more than casual 
interest the campaign being waged by rail carriers 
to increase their revenues from freight rates to be 
followed (if freight charges are raised by ICC sanc- 
tion) by a plea for new and higher passenger fares. 


The transport companies plan to go before the 
Civil Aeronautics Board with a petition for in- 
creases. They aren't ready just yet; their ‘austerity 

rogram” to render the fat of wartime affluence 
fasn’t progressed to the point where they have 
convincing argument. But the airlines are dropping 
surplus executives, paring down their publicity and 
sales staffs — even canceling orders for new 
equipment. 


As in the case of the railroads, the air transport 
companies have been hit hard by increased oper- 
ating costs. Part of the problem can be traced to a 
too-rapid expansion after the shooting war ended. 
An example is one airline's doubling the number 
of planes in its service since V-J Day. 


Prospect is that the air transport companies will 
ask a 10 per cent increase in rates. That isn't high 
considering the boost permitted for Pullman service 
and the increases asked for freight rates. 


Airline spendings for non-operational activity 
had a way of gaining prominence. Maybe it’s the 
glamour of the business, itself. In any event, Wash- 
ington executives of the companies say the need 
is real, demonstrable. Still they're hesitant to move. 





696 





raising the implication of communist control. No 
fight to the finish is in prospect and eventually the 
CIO unions will sign up. They’ll be obliged to, if 
they are to survive. Preliminary legal skirmishes 
have resulted in victories for the new law and 
suspecion exists that CIO is more angry than de- 
liberative in its position. 


PREDICTION that the projected republican scrutiny 
of all Administration activities would bog down as 
a result of the Brewster Committee fiasco in the 
Howard Hughes investigation, has been borne out. 
Several sub-groups of the senate and house are 
working in relatively dignified areas of study, away 
from the publicity spotlight, in the hope that the 
damage done in the widely-advertised Hughes probe 
may be repaired. Best prediction is that the “open 
with a prayer and close with a probe” daily program 
pronounced by one republican leader will result in 
many recommendations for action on the interna- 
tional front but little concerning domestic hap- 
penings. 

USUAL divergent interpretations of the republican 
victory in a Pennsylvania special election to fill a 
house seat are being made but, despite the fact that 
the district stayed in the republican ranks, the dem- 
ocrats were losers of more than a vote in congress. 
Encouraged by labor unions, one of their popular 
members made the run on the democratic ticket, in- 
troduced the issue of labor laws enacted by the 
republican congress. The GOP nominee sought to 
sidetrack the argument, finally accepted it. Had the 
democrat been elected or even staged a close race, 
his party might have a “trend” to point to. But he 
was defeated by a tremendous vote. If there’s any 
significance, it is that fact. 


SOLACE, if any, to be found in the latest corn crop 
report comes in the fact that the outlook is not quite 
as bad as the professional estimators had predicted. 
It is too late to hope for a miracle that would re- 
store the losses occasioned by heat and drought, and 
the only optimistic note is the expectation that late 
crops will escape killing frosts, say Department of 
Agriculture experts. But there is no escaping the 
fact that the crop will not supply the feed to pro- 
duce meat sufficient for domestic and foreign relief 
needs. And that prices will be staggeringly high no 
longer is a fear, but a fact. 
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Correspondents returned to Washington from poli- 
tical pulse-taking tours of the United States say the 
"draft Eisenhower" campaign is real, not sentimental or 
Synthetic. And speculation about whether he is a Re- 
publican or a Democrat can stop. He's a Republican; a 
Kansas Republican despite his Texas birth. 























Eisenhower comes of a closely knit family. Its 
roots in the Lone Star State were pulled during the boy- 
hood of the present General of the Armies. The political 
slant the family took after its settlement in Kansas is , 
best indicated by the fact that Ike's brother, Milton, 
held high positions under the New Deal in the Department 
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of Agriculture in war agencies -- but remained a Republican! 


























Since the General announced his impending retire- 


















































2S ment to become president of Columbia University, he has been less vigorous than be- 
| fore in brushing off Presidential nomination suggestions. The politicos think that's 
a Significant. And it probably is. 

. More correspondents left Washington to accompany Senator Robert A. Taft on — 
s his cross-country speaking tour than went with President Truman to Rio. At first 

1e blush that attaches an importance to the Taft tour that isn't born out by an exami- 
t. nation of the facts. : 

"e 

y Transportation difficulties held down the size of the Truman entourage. It 
1e was a long water trip during which the principal news source -- the President -- _ 
od would be unavailable on the first leg of the trek. He went by plane whereas the 

: correspondents traveled by ship. On the contrary, Senator Taft was to be a willing, 
n even anxious source. And it was hot in Washington -- hot in every respect except for 
1- news. 


Additionally, there is no political observer today who does not regard Truman 
= certain to be the candidate and the nominee of the Democrats for the Presidency. 




































































a Taft, on the other hand, was to be measured against the mark set by Gov. Thomas E. 

at Dewey in a similar trip. It was not really considered that such a comparison would 
1- be final on the GOP convention. Leading Washington political analysts think neither 
ie of the present front-runners will snare the prize but believe that if it is to be 
either Taft or Dewey it probably will be the latter. 

" Regardless of its soundness from a patriotic viewpoint, the practical poli- 
4 ticians contend Dewey "kissed off" his chances of the nomination by coming out in favor 
e of universal military training. The midwest, where he must show strength (even if:.it 
1e is assumed he has New York State wrapped up) has not been strong for a militaristic 

Ly nominee -- a tag placed on universal service advocates. Zee 

\p Taft promptly jumped at the opportunity to register an advers® position on 
fe military training. But that won't be enough. The Ohio Senator realizes his sponsor- 
d. ship of the Taft-Hartley labor-management bill will injure him in some political 

‘ circles. It will be an issue, he concedes, "but not a succe$sful issue." 

1C : 

te Attention is focusing on Senator Arthur H. Vandenburg as a potential "dark 
of horse" candidate. The Michigander declared himself out of the race in a carefully 
‘i worded statement which makes him immediately available. In Washington conversations 
i , 

of 
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he's considered no less a candidate than former Gov. Harold z. Stassen -- first in the 





race, and likely candidate for the dubious distinction of being one of the first to be 
eliminated when the nomination sweepstakes get under way. ; 
Stassen hopes to be tapped for top spot on the ticket on the basis of a liberal 


program. He undoubtedly is thinking of the record of the Senate under Taft's leader- 
ship -- a record which liberals are. assailing in broad language but without specifi- 


tations. “Stassen says the GOP will win in 1948 "but it will be close." Every poli 
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indicates it will be much closer than either party expected it to be after the Novem- 
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ber sweep by the Republicans. 
Hopeful Department of Agr iculture and Department, of Commerce officials are 


ward course after that. They can. only hope -- they have no administrative machinery 
for price control. Not that they wouldn't take it, if offered! 


The spotlight of publicity is the only existing weapon and it is being widely 
used. Scheduled grand jury hearings in Chicago will supply the best stage with the 
rise, and reasons therefor, in markets for meats, fats and oils having especial 
attention. ; 




















The Chicago hearings will be broad, rather than specific. Smears will be 








gidelights, with distributors expected to be made the goats. The selection of Chicago 





for the investigation suggests that the meat packing industry will be made the main 
target. ‘ 


Not tg be overlooked are the probes which will come later: the huge baking in- 
dustry, the dairy product distributors. The script is being~put on paper now, will be 
paraded before the public in carefully planned publicity later on. Action by the 
Department of Justice will not have any direct effect upon food prices (President 
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"Battle to the finish" is the war cry of the real estate lobby following in- 


dictments and "not guilty" pleas in District Court here to the charge of conspiracy 
to fix comissions and otherwise halt the building program. 











. There's nothing subtle about the lobby's program. It has circularized real 
estate boards everywhere; has asked for and is receiving contributions to the "defense 








~funds"; has urged realtors to state their positions in letters to the White House, 


Justice Department and, probably to the most effective ears, those of Congressmen. 





Meanwhile, life insurance companies are looking optimistically to the real 
estate market as an important investment area. They acquired 94 million dollars 
worth of realty in the first half of this year, which makes their total holdings now 


760 million dollars, the Institute of Life Insurance has made it known. The companies 




















‘$01d 27 million dollars worth of farm properties during the same period, reducing 


investments in that area to 92 million dollars. 

















ee 


brella in the form of announcement by the Farmers Home Administration, a government 
agency which is ready to make about 130,000 farm operating and ownership loans to 
family type farmers who have no other available credit. 











Congress has autherized an appropriation of 84.5 million dollars for this 
purpose, veterans to have preference. The Administration also has announced a new 
insured mortgage program which will permit purchases and expansions with Washington 
standing behind the private lendings. Offered is an insurable loan running 40 years, 


up to 90 per cent of the reasonable value, with three and one-half per cent interest. 
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Below: Lt. General Albert C. Wede- 
meyer; General Douglas MacArthur; 
Generalissimo Chiang Kai-shek 
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CHINA and 
« JAPAN « 


THEIR ECONOMIC POSITION 
TODAY & TOMORROW 


By V. L. HOROTH _— 


Ts grim crisis now developing in Europe 
has distracted attention from the happenings in 
other parts of this tortured globe. Europe is not 
alone in facing starvation and the breakdown of the 
economic order. From the Far East were reported in 
recent weeks two developments that are likely to 
cast a long shadow in the days to come. The mission 
headed by Lt. General Albert C. Wedemeyer sent 
from China a disturbing report that the Nanking 
Government had made no progress in carrying out 
much needed reforms and that the economic situa- 
tion there had deteriorated further. No matter what 
safeguards General Wedemeyer recommends in our 
continued assistance in China, we shall almost cer- 
tainly be involved more deeply in the Chinese civil 
war. But the alternative, the spread of communism 
and Russian domination over China’s borderlands, 
would be even more distasteful. 

The other development reported from the Far East 
was, however, more cheerful. The Japanese economy 
has apparently been revived sufficiently to stand on 
its own feet. To enable Japan to pay for her own 
imports, we have thrown her open to foreign trade. 
While this reflects favorably upon the progress made 
under General MacArthur’s administration, the re- 
entry of Japan into international trade, unlocks a 
Pandora box of problems, some of which, like the 
competition of Japanese textiles in some of our pres- 
ent markets, are bound to affect directly the Ameri- 
can businessman. 

The two reports from the Far East also throw 
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Japanese industrial recovery has permitted to re-enter 
international trade on a small scal, while China has 
failed in her plan to become the workshop of the East 


light on an unexpected turn in developments since 
the armistice two years ago. Defeated Japan has 
apparently made far greater progress in getting on 
her feet than victorious China. Always well disci- 
plined, the Japanese people have cooperated with the 
occupation authorities. Despite poverty, hardship, 
and inflation, communism has made less headway in 
Japan than in other Asiatic countries. Direct private 
investments in Japan are under consideration by 
American firms. Such a development would not only 
speed up recovery, but also restore Japan as the 
workshop of the Far East under American guidance. 
In fact, a really democratic Japan may prove a better 
bulwark against the spread of Russian influence on 
the Continent of Asia, than chaotic China. 

In contrast with the hopeful atmosphere in Japan, 
China has grown bitter and disillusioned. Despite the 
UNRRA and considerable financial help, vast sec- 
tions of Northern China are economically worse off 
than they were two years ago. Production is at a low 
ebb. Moreover, our hesitation about continuing our 
assistance and the progress in Japan are a constant 
source of irritation to the Nanking Government, and 
some kind of show-down may well be in the making 
between Washington and Nanking in the coming 
months. 


Japan’s Political and Economic Reconversion 


In contrast with Germany, Japan as a defeated 
nation has been fortunate in two things: (one) that 
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American loans to China were spent for mili- 
tary material and consumer goods instead of 
modern transportation and factory equipment 


it has survived as a political and economic unit, and 
(two) that it has been administered by a man of the 
integrity and understanding of General MacArthur 
who repeatedly went on record that “a democratic 
and peaceful Japan, must also be a prosperous 
Japan.” 

The political reconversion of Japan has been ex- 
traordinarily smooth. So smooth, in fact, that many 
people doubt that the democratization of the country 
extends deep below the surface. The country adopted 



































Principal U. S. Exports to China in 1946 
(in thousands of dollars) 

Meat Products $ 2,770 
Milk and Dairy Products... ' . 16,960 
Leather and Shoes... eA <, i : 4,350 
Wheat Flour and Grains... 32,780 
Vegetables and Fruits... 16,430 
Tires and Rubber Manufactures... 5,010 
Tobacco and Products... 27,870 
Raw Cotton ue . 91,550 
Cotton Textiles iia Rel ie = : 7,400 
Woolen Textiles demeieno et Z 18,950 
Hosiery and Other Textiles. iz 5,210 
Paper and Products... 12,060 
Petroleum and Products... 19,310 
lron and Steel Manufactures... 32,930 | 
Electrical Apparatus and Appliances... 14,130 
Wistar Walicles: 2 30,070 
Machi ry : ae 13,050 
Goal tor Products shale ict ee eee 9,940 
ie ea ae tice ee 
industrial Chemicals ........... = 8,540 
Paints and Pigments ato 2,170 
Nr eee neers ; tue Fe 17,120 
Clocks, Watches, Lamps, Notions... ce cessnsensnenmnnmn 17,470 

Pe 8S SSE ats Meese a een Eee ee ee $419,610 

Total Exports .. $465,690 
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a new constitution which, among other things, out- 
lawed war, emancipated women, and reduced the 
Emperor to a mere symbol. 

The demilitarization of Japan has also been suc- 
cessful. The former military leaders have been dis- 
credited. In the words of General MacArthur, Japan 
is unlikely to turn to war making for several gen- 
erations. The breaking up of the old feudalistic sys- 
tem has also got a good start. Under the land reform, 
some 80 per cent of the farmers will be able to pur- 
chase land that they now cultivate. “The Zaibatsu” 
trusts, the great financial-industrial-commercial 
holding companies controlled by Mitsui, Mitsubishi, 
Yasuda and other clans, have finally begun to be 
broken up. These trusts dominated Japan’s economic 
life for generations and made huge profits during 
the war. Their successful breaking up is, however, 
doubted, because of the uneven distribution of wealth 
in Japan. It is feared that the former owners, out- 
side of speculators, will be the only people able to 
afford to buy individual plants when they are offered 
for sale. 

The economic reconversion of Japan has been ex- 
tremely difficult. One reason for this was that no 
country—not even Germany—was so fully converted 
to war production as Japan. Furthermore, many 
peacetime industries were scrapped just to provide 
raw materials for the weapons of war. The huge 
cotton textile industry, for example, was left with 
but a fraction of its former spindles and looms. The 
textile workers were dispersed to work in war fac- 
tories. The mulberry trees on which the production 
of silk depends were cut down to release land for the 
cultivation of food crops. Moreover, after eight years 
of war much of the plant equipment has been worn 
out. 

Inflation and the black market have been added 
problems. What little has been produced has found 
its way into black markets. The currency reorganiza- 
tion, the blocking of deposits and other measures 
have not proved of much help as long as huge pur- 
chasing power continued to be created by Govern- 
ment deficits. Production expanded but slowly, partly 
because of general apathy, and partly because of un- 
certainty as to what plants would be confiscated for 
reparations and what industrial level would be fixed 
by the Allied Powers. With paper money losing its 
value, the farmers either refused to deliver their 
products or raised only enough for their own use. 
Japan was caught in a vicious spiral. 


Japan Must Carry On Foreign Trade 


If Japan was to stay peaceful and democratic, if 
it was to remain in the American rather than the 
Russian orbit after the withdrawal of occupation 
forces, the gradual economic strangulation of the 
country had to be stopped and the people’s living 
standards restored at least to the pre-war level. No 
one realized this more keenly than our Supreme 
Headquarters in Tokyo. Nor could Japan remain in- 
definitely a charge on the American budget, anymore 
than Germany can. Gradually a policy was evolved 
under which the productive capacity of Japanese in- 
dustry was left undisturbed except in the sectors 
where it could be used for future war making. It 
was decided to stake Japan with raw materials—as 
we have done with Italy—to get production going. 
The next logical step—which has just been taken— 
was to reopen the country to international trade, to 
enable Japan to begin to pay for the raw material 
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and food imports with her exports, thereby making 
her gradually self-supporting. 

The imports of such raw materials as cotton, wool, 
copra, iron, coking coal, crude rubber, and wood pulp 
are to be financed from a revolving pool of some 
$300 to $500 million, for which the funds may be 
provided by the Export-Import Bank with the Japa- 
nese gold reserve of about $140 million serving as 
security. 

Japan’s re-entury into international trade will, of 
course, mean increased competition in a number of 
lines: cotton textiles, hardware, glassware, china- 
ware, notions, certain chemicals and pharmaceuti- 
cals. The threat of Japanese exports to American in- 
dustry is being overplayed in some circles. The fact 
remains that Japan must export the skill of its 
workers, must be permitted to live, if she is not to 
turn to communism when the American troops leave. 
As a matter of fact, most of Japanese exports could 
be diverted to the Far Eastern and Southeastern 
Asia, markets, once that part of the world becomes 
pacified. The Japanese not only know those markets 
better than we do, but normally absorb a larger 
share of their products. “There is before us,” as 
Colonel R. C. Kramer, formerly of General -Mac- 
Arthur’s staff, recently pointed out, “the choice of ex- 
porting to the Orient either finished goods or ma- 
chinery for local industry. There is little hope of our 
maintaining sizable markets in the East for finished 
products, particularly for consumer goods, once the 
deferred demand has been satisfied.” It would be far 
preferable, to sell Japan our machinery and let Japan 
produce consumer goods for the East. There has also 
been some questioning of the wisdom of letting 
Japan revive her silk industry to the pre-war level 
in view of the competition from nylon in the Ameri- 
can market. 


The Prices or the Yen Must Come Down 


Meanwhile the first impression of the traders now 
visiting Japan in search of products that could be 
marketed in this country is that the prices are too 
high — in some cases as much as 200 per cent above 
the world market. The products offered include such 
varied items as hats, bamboo blinds and rakes, dried 
mushrooms, canned frog legs, squirrel fur skins, 
canvas shoes, Christmas decorations, harmonicas, 
and raw silk and silk fabrics. 

To make Japanese products more readily market- 
able in world markets, a more realistic adjustment 
in the dollar-yen exchange rate may be necessary 
before long. The official exchange rate is 50 yen for 
one U.S. dollar. Some goods would probably move if 
the exchange rate were lowered to 400 to 500 yen 
to the dollar or approximately the level at which 
the dollar has been selling in Tokyo’s black markets. 
Japanese retail prices are about ten times as high 
as they were before the war. 


The Deterioration in China 


The end of hostilities brought high hopes to the 
Chinese and their friends abroad. The country was 
eager to settle down to rehabilitation work. It was 
felt that with American financial and technical as- 
sistance China would replace Japan as the workshop 
of the East, and at the same time become a vast 
market for the industrial products of the West. It 
was expected that work on the modernization of 
the country would be resumed with new vigor. One 
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of the key problems was the overhauling of the 
feudal agrarian system, which would have brought 
improvement in livelihood for the masses of Chinese 
peasantry. The second key problem was the reform 
of the bureaucratic machine which was ruling for 
the people and not by the people. 

But all these were but unrealistic hopes, though 
during the first year some real progress was made 
toward the restarting of production and the restora- 
tion of the vast trade between the coastal cities and 
the interior, interrupted for seven years. The stren- 
uous efforts of General Marshall to bring the civil 
war to an end and to bring about a coalition Govern- 
ment in which all groups would be represented, have 
been sabotaged by the communists as well as the 
nationalists in Nanking who quite shrewdly con- 
cluded that in view of deteriorating Russo-American 
relations they would get American assistance no 
matter what they did. And for a while, at least, 
they got away with it. 

Meanwhile the resumption of the costly Civil War 
and the reverses of the Nanking armies in Man- 
churia which resulted in the occupation of most of 
that rich province by the communists have given a 
new impetus to the inflationary spiral which at one 
time during 1946 was believed to have been checked. 
The production in the great Manchurian plants, 
already crippled by the Russian seizures of equip- 
ment, has practically ceased. Less than 10 percent 
of Chinese railways are (Please turn to page 725) 









































Principal U. S. Imports from China 
and Hongkong in 1946 
(in thousands of dollars) 
China Hongkong 
Shellfish ....... : siesta nia en $ 60 
Weasel Fur Skins 5,890 
Lamb Kid Skins 5,680 
Bristles .... 17,790 
Crude Feathers . 3,360 20 
Food Products Bs 830 140 
1 Ee eee ibaa scstey le “SN 
Cassia ...... a 3,150 140 
Drugs and Herbs... oe Satde 780 130 
LC | ees : . 11,750 50 
Other Vegetable Oils 1,880 10 
Lace, Cotton and Other 1,740 
Handkerchiefs . : 1,870 
Various Cotton Manufactures 1,050 
Wool and Hair (Animal) 2,780 
Carpets and Rugs... 1,110 
Human Hair and Products. 4,010 
Silk and Silk Products... 8,960 = 
Straw Hats, Mats, Etc. 2,680 io | 
Rattan, Unmanufactured, and Furniture........... 1,350 60 
China and Porcelain Ware 340 | 
Pearls and Precious Stones... 1,760 30 
Tin Bars .......... : . 8216 
Antimony... 7 cee 590 
Medicinals _.... . 400 30 
Tungsten . we i 130 
Fire Crackers 1,330 390 
Total Above ........ ... $87,970 $1,090 
Votab lniposte: 2. . $92,690 $1,480 
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SELECTED BY OUR STAFF 


R. ather wide attention of late has been 
attracted by strikingly long lists of concerns, the cur- 
rent price of whose shares is below their ratable pro- 
portion of net current assets. In other words, acquisi- 
tion of the shares on a basis that would represent an 
apparent investment at a discount from liquid asset 
values, leaving property values as a sort of bonus, 
naturally suggests to many investors the existence of 
a genuine bargain opportunity on the face of it. De- 
cided caution, however, should be exercised in accept- 
ing such a premise as a basis for action, without care- 
ful scrutiny of the balance sheets and all the numer- 
ous factors that combine to assure sound portfolio 
decisions. On the other hand, in selected instances 
the price of shares in relation to asset values should 
warrantably serve as one yardstick in determining 
their investment qualities. On the following pages 
we briefly summarize the status of four strong con- 
cerns with fundamentals sufficiently satisfactory to 
lend weight to the fact that their shares can be pur- 
chased at prices lower than their current assets valu- 
ations. Charts and statistical information provided 
in each case should help in clarifying the respective 
pictures. 

In the present dull stock market, when appren- 
sion over foreign affairs and a possible recession in 
the economy have dampened speculative enthusiasm 
on a broad scale, despite the presence of so many 
offsetting and encouraging factors, shares of innum- 
erable concerns have drifted down pricewise with 
little regard for their asset values. This highlights 
the inescapable fact that potential earning power 
rather than the value of balance sheet items is and 
always should be the main determinant of share 
prices, Narrowing the discussion to considerations of 
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equity values as expressed 
in terms of working capital 
alone, it must be realized 
that this factor may be illu- 
sive, temporary in charac- 
ter, or subject to extreme 
change. Taken by itself, the 
term “net current assets” 
means the surplus of total 
cash, securities, inventories 
and receivable over indebt- 


But in figuring asset val- 
ues of equities on a per 






theoretical liquidation of 
son, it is necessary to de- 
duct from available “work- 
ing capital” senior securi- 
ties of every description, 
thus often lowering the 
amount apportionable io 
the equities. Viewed from 
this ultra-conservative an- 


gle, per share values in 
§ terms of current net assets 
é assume a more significant 


aspect than otherwise would 
be the case. Where the de- 
termined asset value per 
share in terms of its more 
liquid net assets alone exceeds current market ap- 
praisals, analysis may disclose warrantable basis for 
assuming that a bargain may exist. For one thing, 
the method by which per share asset values in this 
category are figured does lend a measure of stability 
to the figures, for when long term borrowing follows, 
along with a corresponding inflow of cash, the result- 
ant improvement in working capital cannot be used 
as a lever to raise net current assets per share. 
Another thing to be borne in mind is that though 
working capital may appear surprisingly high com- 
pared to share prices on a certain date, quite soon 
thereafter a decided shrinkage may occur. In the 
case of relatively new concerns, or of those planning 
expansion or replacement of facilties, heavy con- 
versions of cash into fixed assets could change their 
net current asset position in relatively short order. 
Though in theory potentials for increased earnings 
are enhanced by this process, in practice this does 
not necessarily follow, as history well shows. 


Managerial Efficiencyin Using Assets is Vital 


Scanned wisely and soberly, therefore, a consid- 
erable dose of salt should be applied to most share 
prices where the element of high net current asset 
values provides a decided lure. All depends upon what 
use is to be put upon seemingly over-ample cash 
resources and how productive will be the results. In 
the case of large newly formed enterphises, like 
Kaiser Frazer, for example, the inevitable impact of 
temporary operating losses and outlays for fixed 
assets steadily sliced into current asset values for an 
extended period before the tide turned. On the other 
hand, uncertainties as to (Please turn to page 723) 
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ENDICOTT JOHNSON CORPORATION 


BUSINESS: Company ranks as close to the top among many competitors 
in its field, its output including a wide variety of footwear for men, women 
and children. While the bulk of output is sold to both wholesalers and 
retailers throughout the country, several wholly owned subsidiaries also 
distribute its shoes. 


OUTLOOK: Although operating results of this strongly established shoe 
manufacturer for 1947 may not exceed the record showing of 1946, when 
sales exceeded $105 million and net earnings equalled $2.57 on the 
common shares now outstanding, there is fair chance that they will prove 
closely comparable. A decline in shoe demand earlier this year brought 
production of the industry as a whole down about 13%, but Endicott’s firm 
trade status probably held output at a somewhat better level. The com- 
pany’s long record for stability of sales and earnings has attached a semi- 
investment status to its shares. In producing its own leathers, rubber heels 
and soles, operations have been well integrated. Though cost of materials 
and wages have risen steadily, this concern generally can hold prices at a 
compensating level. 


WORKING CAPITAL: At the beginning of the current year, working 
capital was of record proportions, exceeding $39.6 million, though inven- 
tory values in the course of twelve months had climbed only moderately. 
Cash and holdings of Government securities totalled $16.0 million against 
total current liabilities of only $10.9 million, as evidence of an exception- 
ally strong financial position. Net current assets ratable for 810,000 shares 
of common stock equalled about $41 per share. 


MARKET FACTOR: At a recent quotation around 33, the current quar- 
terly dividend of 40 cents per share establishes a yield of about 4.85%, 
rather interesting for shares of this caliber. Hence the 8 point spread 
between price and current asset value lends additional attraction. 
































OLIVER CORPORATION 


BUSINESS: Company for many years past has won recognition as a well 
managed producer of agricultural equipment, including wheel and crawler 
type tractors, harvesting and threshing machines, seeders, etc. Business is 
worldwide in scope. 


OUTLOOK: Record prosperity of the farmers has created such a demand 
for modern cost saving equipment that this entire industry is kept far be- 
hind in deliveries, compared with orders on the books. As well as can be 
foreseen, for some time ahead full capacity operations will be required, 
and shortages of steel and other materials may prove the only barrier to 
peak sales. Profit margins should be kept at a satisfactory level until such 
time as competition may become impressive. Company's volume for 1946 
was $50.8 million, producing net earnings equal to $2.04 per share. A 
sales uptrend is indicated by reported volume of $17.9 million in the 


quarter ended April 30, 1947. 


WORKING CAPITAL: Net current assets as of December 31, 1946, were 
reported as $28.3 million, which after allowance for 82,000 shares of con- 
vertible preferred equalled $25.10 per share on 802,933 shares of common 
outstanding. The net current ratio was better than 4 to I, indicating a 
highly comfortable position in this respect. Indeed, cash holdings alone 
came within $700,000 of equalling total current liabilities of $8.4 million, 
and company was free from bank debt. Requirements to finance construc- 
tion of a large new plant can easily be met. 


MARKET FACTOR: At a recent price of 21, the $25.10 net current asset 
value of the shares carries valid appeal in view of the company’s strong 
financial status, good outlook and its I!-year unbroken dividend record 
prior to the current year. Conservative policies have precluded distributions 
thus far in 1947. 


COMPARATIVE BALANCE SHEET ITEMS 








COMPARATIVE BALANCE SHEET ITEMS Dec. 31, Oct. 31, 
194 1946 Change 
Nov. 30, Nov. 30, ASSETS (000 omitted) 
1940 1946 Change Cash : $ 2,942 $ 7,716 L$ 4,774 
ASSETS (000 omitted) Marketable securities 864 } 864 
Cash ........ ini $ 3,090 $13,588 +$10,498 Receivables, net ....... 4,550 6,137 + 1,587 
U. S. Government securities wens 3,003 + 31003 inventories: ceecnneee ne 10,265 22,079 4+ 11,814 
Receivables, net 8,623 11,097 + 2.474 TOTAL CURRENT ASSETS 17,757 36,796 19,039 
inverters 52>... ie cee 22,897 4,397 Plant and equipment... 18,725 27,315 + 8,590 
TOTAL CURRENT ASSETS ee 50,585 + 20,372 Less depreciation 11,507 15,144 + 3,637 
Plant and equipment............ eae See 23,637 a 315) Net property 7,218 12,171 4,953 
Less depreciation ................ iio Se 13,921 1,494 Gihae casets ; 656 410 ws 246 
Net propert 10,895 9,716 — 1179 TOTAL ASSETS $25,601 $49,377 +$23,746 
Other assets .. ee 1,331 — 41,108 
TOTAL ASSETS ; Reet rece . $43,547 $61,632 +$18,085 LIABILITIES 
Notes payable ...................... _.$ 375 —$ 375 
LIABILITIES Accounts payable and accruals 1,618 $ 6,308 + 4,690 
Notes payable 0... $ 2,250 —$ 2,250 Reserve for taxes... 317 2,116 + 1,799 
Accounts payable and accruals... 2,567 $ 6,176 + 3,609 TOTAL CURRENT LIABILITIES... 2,310 8,424 L 6,114 
Reserve for taxes. ‘ 886 4,750 + 3,864 Minority interest ........... ; Mr 2 2g Ursa 4 4 
TOTAL CURRENT LIABILITIES... 5,703 10,926 + 5,228 Long term debt. 2,625 — — 2,625 
Reserves ..... 2,484 12,021 + 9,537 Reserves ........................ : 2,700 + 2,700 
"| aes 27,574 27,506 _ 68 Capital 13,743 25,192 + 11,449 
Surplus ........... acces ene 11,179 Se ee a ere . 6,949 13,061 6,112 
TOTAL LIABILITIES ....... we $43,547 $61,632 +$18,085 TOTAL LIABILITIES ...... . $25,631 $49,377 +$23,746 
WORKING CAPITAL .... Luccornee gee $39,659 +$15,149 WORKING CAPITAL . : $15,447 $28,372 +$12,925 
CURRENT RATIO rahe 5.3 4.6 — on CURRENT RATIO |. ake 7.7 4.4 — 3.3 
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YALE & TOWNE 
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YALE & TOWNE MANUFACTURING COMPANY 


BUSINESS: A long established specialist as a producer of locks of all 
types. Additionally, rotary pumps, electric hoists, travelling cranes, chain 
blocks, electric trucks and trailers, as well as industrial scales are included 
in the company's output. 


OUTLOOK: Improved prospects for home building, industrial construc- 
tion and erection of public edifices, holds promise for expanding volume 
by this leading manufacturer in its specialized field, while demand for its 
numerous diversified products offers to substantially bolster sales poten- 
tials. If sales hold at the rate of over $30 million established in the first 
half of 1947 for the balance of the year, all time peak records may result. 
Through good cost controls, Yale and Towne have kept consistently in the 
black ever since 1933 and its record for uninterrupted dividends extends 
back to the beginning of the current century. All of which attests to efficient 
management and stability of earnings in relation to capital employed. 
Hence long range confidence in the company’s operations, despite tran- 
sient handicaps, seems well warranted. 


WORKING CAPITAL: The balance sheet as of December 31, 1946, dis- 
closed net current assets of approximately $18.5 million, equal to $38 per 
share on 486,656 shares of common stock outstanding. At that time the 
relationship of current assets to current liabilities was about 2.8 to |. In 
February, 1947, company borrowed $5 million in the form of term notes 
due serially from 1952 to 1967 at 234% to carry larger and higher priced 
inventories and to pay for new facilities. And an additional $5 million is 
available on the same terms. Only restrictions upon dividends due to this 
financing are that net working capital must be held equal to funded debt 
and that dividends must derive from net earnings subsequent to 1946 plus 
$2 million. 


MARKET FACTOR: At a recent price for the shares of 34, the current 
quarterly dividend rate of 15 cents per share provides a yield of about 
7\/2%, supported by net earnings in the March quarter alone of $1.14 
per share. 


COMPARATIVE BALANCE SHEET ITEMS 









































Dec. 31, Dec. 31, 
940 1946 Change 
ASSETS (000 omitted) 
Cash $ 1,611 $ 2,725 +$ 1,114 
Marketable securities .nccccccceccccn ee 297 + 297 
Receivables, net 3,615 7,391 + 3,776 
Inventories 8,262 18,440 + 10,178 
TOTAL CURRENT pcan 13,488 28,853 + 15,365 
Plant and a ae F 17,840 22,001 + 4,161 
Less depreciat 9,670 3,962 + 4,292 
Net property 8,170 8,039 — od 
Other assets 1,260 486 — 774 
TOTAL ASSETS $22,918 $37,378 +$14,460 
LIABILITIES 
Notes payable .. ae oe $ 4,000 +$ 4,000 
Accounts payable ead acervais.. ¢ > 433 6.273 + 3,840 
Other current liabilities. ie 427 saan — 427 
TOTAL CURRENT LIABILITIES... 2,860 10,273 + 7,413 
Reserves 5,760 + 2,760 
Capital 12,166 ee 
9,179 + 4,287 

TOTAL reas $37,378 +$14,460 

NG CAPIT. $18,580 +$ 7,952 
CURRENT RATION 2.8 — 19 
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LIMA LOCOMOTIVE WORKS, INC. 


BUSINESS: This concern for more than a half century past has been 
producing locomotives. More recently a degree of diversification has been 
achieved by an output of power shovels, cranes and draglines. 


OUTLOOK: The widespread need of all railroads to replace outmoded 
and worn out motive power with the newest and most efficient locomotives 
obtainable is expected to keep the relatively few main producers of this 
equipment exceedingly busy for a long time ahead. Foreign demand, also, 
should tend to keep operations at a high level. Though Lima has a capo- 
city to produce about 300 steam locomotives lly g 
demand for Diesels has led to a proposed merger with General Machinery 
Corporation that should prove highly beneficial in entering this new field. 
As of August I1, 1947, backlog abe of Lima were around $60 million, 
up $10 million since the beginning of the year. Compared with volume of 
$35.7 million for all of 1946 and net earnings per share of $10.71, sales 
of $17.6 million and net equal to $5.38 per share during the first half of 
the current year indicate considerable stability. 


WORKING CAPITAL: Net current assets of $12.4 million on December 
31, 1946, were at an all time high level, and the current ratio was about 
4 to |. On a per share basis, working capital equalled about $60. Lima 
has no funded debt or preferred, and its merger with General Machinery 
will be made through an exchange of shares rather than by inroads upon 
the company's treasury. 


MARKET FACTOR: Lima shares at a recent price of 53 were some 7 
points below their net asset value, perhaps because the quarterly dividend 
rate of 50 cents per share provides a yield of less than 4%. But in view of 
the ample coverage of the dividend and the bright outlook for Lima, the 
spread mentioned is interesting to note. 
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Dec. 31, Dec. 31, 
1940 1946 Change 

ASSETS (000 omitted) 
Cash $ 6,338 $ 2,083 —$ 4,255 
Marketable securities wn cccccccccneen 34 eee —_ 34 
Receivables, net 2,909 2,414 —_ 495 
Inventories 3,802 11,305 + 7,503 
U. S. Tax Notes. 694 + 694 
TOTAL CURRENT ASSETS....... 16,496 + 3,413 
Plant and equip 11,847 + 4,780 
Less depreciation 6,867 + 2,634 
Net property 4,980 + 2,146 
Other assets 336 585 + 249 
TOTAL ASSETS $16,253 $22,061 +$ 5,808 
LIABILITIES 
Notes payable $ 500 $ 1,250 +$ 750 
Accounts payable and accruals... 1,139 1,660 4 521 
Reserve for taxes ae a) — 53 
Advance on contr 5,141 1,089 — 4,052 
TOTAL CURRENT LIABILITIES... 6,833 3,999 — 2,834 
Reserves 2,514 + 1,650 
Capital 6,332 seaieiee 
Surplus 9,216 + 6,992 
TOTAL LIABILITIES . $22,061 +$ 5,808 
WORKING CAPITAL $12,497 +$ 6,247 
CURRENT RATIO 4.1 + 2.2 








(a) —Offset by $2,326,342 U. S. Tax Notes. 





704 


THE MAGAZINE OF WALL STREET 





of t 
deci 
neal 
scal 
pris 
far 
usu: 
icies 
mak 
pur) 
esta 
pote 
able 
tere 
recc 
of | 
to 4 
ent 
thei 
to s 
moc 
witl 


ind 
und 
the 
cate 
1h 3 
nea 














| 
er 
=> 
+3 see] 


Photo by Celanese 
=~ Huge growth in Rayon production has outstripped silk and wool and is : 
offering a challenge to King Cotton, especially in view of high cotton prices 
mber 
— By GEORGE L. MERTON 
inery 
— Ss many favorable factors are characteristic fibers have pushed silk far into the discard, out- 
of the current status of the rayon industry, that stripped wool and are creating more and more in- 
odd decided optimism pervades the executive offices of roads into King Cotton. But regardless of this com- 
anger nearly every one of its component concerns. With petitive progress the chemical fibers still have 87% 
, the scarcely more than a baker’s dozen of large enter- of the total United States fiber market as a lure for 
prises in the field, the investor does not have to look further exploitation. With quotations for cotton now 
far to select companies for his analytical eye. As_ so high as to give a decided price advantage to the 
usually happens, though, wide divergencies in pol- man made fibers, and with new uses and increased 
-— icies, resources, sales, profits and capital set ups quality bolstering sales of the synthetics, it is small 
make comparisons somewhat complex. Hence for the wonder that normal peacetime demand continues far 
— purpose of this article we have chosen two strongly in excess of supply, despite substantial expansion 
495 established units in the industry chiefly to scan of facilities. 
7,503 potentials for their shareholders, despite consider- In broad terms, both of the concerns under discus- 
694 able differences in size. This study should prove in- sion have been enjoying a sellers’ market for some 
wee | teresting, because regardless of the relatively stable time past, and as viewed by their respective man- 
» 634 record of the rayon industry, and the proven ability agements the prospects for prolonged continuation 
2146 of both Celanese Corporation and Industrial Rayon are good. Indeed, it seems difficult to challenge their 
249 to achieve above average growth, investors at pres- surmise. How rapid has been the relative growth 
tei ent seem a bit reluctant to share the confidence of of the two competitors, though, and to what extent 
— their respective managements in the future. That is_ their policies as to expansion have varied and seem 
521 to say, current prices for the shares not only seem likely to differ carries considerable significance in 
53 modest in relation to dividends, but also compared the current picture. While the 1946 volume of Cela- 
1,052 with reported net earnings. nese amounted to $135.2 million as against $39 
— Regardless of the marked growth of the rayon million for Industrial Rayon, in terms of percentage 
bil industry during more than a decade past, it seems gains since 1939 the showing was 327% and 319% 
992 undeniable that only a distant horizon can mark respectively. Viewed from this angle the race on- 
; 808 the advent of a time when production will fully wards was pretty close, and the slight difference was 
“~ catch up with demand, although a serious recession partially accounted for by a much wider diversifica- 
. in the economy might temporarily bring the day tion of output on the part of Celanese, plus addi- 
Ce nearer. In terms of consumption, synthetic textile tional volume gained from a merger with Tubize 
SEPTEMBER 27, 1947 705 
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Photo by Celanese 
Synthetic fibres reflect the patience and skill of scien- 
tists working to develop and perfect new products 


Corporation early last year. 
Celanese Huge Expansion Program 


The huge expansion program undertaken by Ceia- 
nese immediately after the war’s end, and likely to 
continue during the next two or three years, at least, 
should expand its volume potentials decidedly—--that 
is if demand fulfills the glowing expectations of the 
company’s management. During 1946 alone, outlays 
of $20 million added to capacity, and in the first 
half of 1947 the company spent an additional $17 
million. Since 1939, Celanese has spent more than 
$65 million on net additions to plant, not counting 
new capacity gained through merger with Celluloid 
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Corporation in 1941 and Tubize in 1946. 
Now additional units of a $20 million chemi- 
cal plant in Bishop, Texas, have been com- 
pleted, and construction work is well under 
way in other directions as follows: at Nar- 
rows, Virginia, to produce cellulose acetate, 
cellulose acetate yarn and staple fiber, at 
Belvidere, N. J. to produce cellulose plastic 
molding materials, at Bridgewater, Va., to 
produce jersey fabrics, and at Newark N. J., 
to increase output of plastic films and foils. 
Additionally, the company has announced 
formation of a Canadian company that will 
spend some $15 million to assure it of a vast 
supply of wood pulp. Until now, purchases 
of this essential raw material have been 
made from outsiders, but before long its 
own supplies may equal 50% of the current 
U. S. total production. 

Looking ahead, Celanese has included in 
its expansion plans construction of a mod- 
ern plant at Rock Hill, S. C. for the produc- 
tion of Cellulose acetate filament yarn. As 
the relationship of annual net sales to net 
plant investment of Celanese has steadily 
widened since 1939, it can be envisaged how 
rapidly its volume may climb when most of 
the construction work under way or planned 
has reached the completion stage. By the 
end of 1948 progress should have been substantial, 
but as a year or more is required to build and 
equip an up-to-date plant in this field, much un- 
productive capital is tied up in the process. Not 
until at least 1950, will the full scope of the planned 
program be realized, although in the interim the 
effect upon sales should become increasingly notice- 
able. That the management of Celanese has pushed 
ahead so fast with its construction plans in the 
face of soaring costs for buildings and equipment 
indicates a high degree of confidence in the pro- 
ductivity of the huge capital investments required, 
once the program becomes completed. 


Industrial Rayon More Cautions Yet Progressive 


Turning away from this 
dominant and decidedly ag- 
gressive leader in the rayon 
field to Industrial Rayon Cor- 
poration, we find this smaller 
concern no less enthusiastic 
over the future outlook, but 
more content to feel its way 
cautiously, as its present ca- 
pacity and special advantages 
have been exceptionally pleas- 
ing to its shareholders and 
management alike. During 
war years, this concern viewed 
the postwar outlook with such 
confidence that by the middle 
of 1945 it had finished con- 
struction of a large new plant 
wholly from its own capital 
resources, to produce tire 
cords. Current operations are 
substantially centered in three 
locations, Cleveland, Ohio; 
Painesville Ohio, and Coving- 
ton, Virginia. Industrial Ray- 
on, as a result of many years 
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Industrial Rayon 

Dec. 31, Dec. 31, 

| 1940 1946 Change 
ASSETS (000 omitted) | 
ied aera $ 5,632 $ 4,181 —$ 1,451 
U. S. Govt. securities =< 7519 + 7,519 | 
Receivables, net 1,538 5,179 + 3,641 
Inventories. .......... 1,424 3,135 + 1,711 
TOTAL CURRENT “ASSETS. 8,594 20,014 + 11,420 
Plant and equipment . 25,915 43,730 + 17,815 
Less depreciation ......... .. 7,183 27,254 + 20,071 
Net property .......... . 18,732 16,476 — 2,256 
Other assets ........... 214 4017. + 3,803 
TOTAL ASSETS ......... ..$27,540 $40,507 +$12,967 
LIABILITIES 
Notes payable . ee Zcuage “S00 ea: —$ 500 
Accts. payable od ‘naib. 457 $1,768 + 1,311 
Reserve for taxes 773 7,203 + 6,430 
Other current liabilities... «= 214 Poy. 
TOTAL CURRENT LIABILITIES. 1,944 8,971 + 7,027 
Deferred liabilities ........ 775 + 775 
Deferred income .................. Se, 3,412 + 3,412 
Long term debt........ . 4,500 wwe = 4,500 
Le) | RE eee . 10,124 1519 — 8,605 
Surplus 10,972 25,830 + 14,858 
TOTAL LIABILITIES ...........$27,540 $40,507 +$12,967 
WORKING CAPITAL oo ...$ 6,650 $11,043 +$ 4,393 
CURRENT RATIO _......__._......... 44 7 — 2.2 
































Celanese Corp. of America 
Dec. 31, Dec. 31, 
1940 1946 Change 
ASSETS (000 omitted) 
Cash ... $29,697 $ 42,923 +$ 13,226 
U.S. Govt. securities... : : 25,560 + 25,560 
Receivables, net 4,200 10,841 + 6,641 
Inventories .. eee 13,745 + 7,632 
TOTAL CURRENT ASSETS . 40,010 93,069 + 53,059 
Plant and equipment... 55,494 138,717 = + 83,223 
Less depreciation ......... . 13,996 53,061 + 39,065 
Net property .......... . 41,498 85,656 + 44,158 
Other assets ........ 4,662 13,220 + 8,558 
TOTAL ASSETS $86,170 $191,945 +$105,775 
LIABILITIES 
Notes payable $ 1,100 —$ 1,100 
Accts. payable and accruals 3,240 $ 7,582 + 4,342 
Reserve for taxes... 4,553 723 — 3,830 
TOTAL CURRENT LIABILITIES 8,893 8,305 — 588 
Long term debt...... 28,900 65,000 + 36,100 
Reserves 0. 321 4408 + 4,087 
Cantal... 32,412 57,449 + 25,037 
Surplus 15,644 56,783 + 41,139 
TOTAL LIABILITIES $86,170 $191,945  +$105,775 
WORKING CAPITAL $31,117 $ 84,764 +$ 53,647 
CURRENT RATIO 4S 11.2 + 6.7 








research, has developed a most efficient continuous 
process method, that not only improves quality but 
cuts costs for most of its products. Application of 
these manufacturing improvements to include in- 
tegrated production of acetate yarns and fabrics, 
the latter especially involving underwear fabrics, 
and those for tires, has proven its merit. Trade 
positions have been consequently strengthened, 
profit margins widened and revenues from royalties 
impressively expanded. 

As has been the case with Celanese for quite a 
long time, Industrial Rayon has experienced such 
a demand for its products that its capacity has 
been far from adequate. Cog- 
nizance of this fact has by 





element involved, it is unlikely that sales or earnings 
could be expanded from such a program until well 
into 1949. Meanwhile, the full benefits from continu- 
ous processes and uninterrupted production in all 
the company’s plants has swelled per share earnings 
impressively, so that leaving well enough alone has 
brought no complaints from shareholders. Improve- 
ment in operating efficiency, relief from excess prof- 
its taxes, larger sales and lowered unit costs have 
combined to impressively brighten this concern’s 
earnings position. Additionally, following several 
years when the price of rayon yarn remained practi- 
eally stationary, a boost (Please turn to page 723) 
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no means left the directors in- — we} 
different to the advisability of ‘lt 
formulating plans for expan- am 
sion. As a matter of fact, sev- | al 





eral years ago, working cap- - 
ital was increased for this 1 





very purpose to the extent of -— 0r 
approximately $10 million 
through the sale of 100,000 : 
shares of 414% preferred 
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stock. In mid- 1946, though, 
discouragement over the rap- 
idly mounting costs of con- 





struction led the management 
to defer their expansion plans, 
and the preferred stock was 
retired at a premium, as an 








unnecessary factor in the cap- 
ital structure. Presently, how- 
ever, the prospects for profit- 














able utilization of expanded 
facilities are so bright that the 
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company is once more planning YEARLY | 1936 1937 | 1938 | 1939 | 1940 1941 1943 | 1944 1945 | 1946 1947 
Y RANGE T ‘eS 
’ : +4: . votanl.93' 62 | 4 .04| 1.22 | 1.26 | 1.62] 1.37! 1.13 | 1.15 / 2.13] 2.96) | 
oe additions to its ise [ow] 60.90 | - 20.50, 80, 80.80 | #00 80/90 
plants. But in view of the time 1618 13.2] 22.9 | 20.9 | 31.1, 29.9| 33.2] 38.5 | 516) 59.7) 847, 
d. Deficit *Plus Stk Div. 
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Companies 


es Regulation WY Cats 


By GEORGE S. KENT 


merican business takes another significant 
step along the road back toward old fashioned free 
enterprise when the Federal Reserve Board reluc- 
tantly lays aside its wartime controls over install- 
ment financing at the end of next month. Suspension 
of Regulation W, as the government’s jealously 
guarded curb on consumer credit has been known, 
promises to have several interesting repercussions— 
not the least of which is the psychological uplift 
gained from a knowledge that advocates of a man- 
aged economy have received another rebuff. 

Effects of the impending return to normal condi- 
tions in financing purchases of automobiles and 
household appliances are unlikely to be startling. In 
fact, they may be barely discernible for several 
months. Numerous benefits seem assured, however, 
especially the prospects of a restraining influence 
on the “gray market” for motor cars. Volume of 
business for the finance companies is expected to 
expand, but probably little more rapidly than if 
Regulation W were being enforced. Earnings seem 
susceptible of improvement, however, in a lengthen- 
ing of lending periods, thereby contributing to 
larger income for the finance companies. 

On the other side, it is difficult to conceive of this 
development justifying the anxieties of those pro- 
fessing to see dangers in unlimited use of credit 
for financing consumer goods sales. While auto- 
mobile output for the week ended September 20 
passed the 100,000 mark for the second consecutive 
week, this will not continue. The auto manufacturers 
are scraping the bottom of their steel barrel. 
Shortage of steel sheets will curtail the flow of pas- 
senger cars available for purchase on credit or any 
other terms. 

The most important effect of the adjustment, so 
far as consumers are concerned, will be a reduction 
in monthly payments on installment contracts. This 
will be achieved by lengthening the maturities of 
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loans on motor cars and major appliances. Accord- 
ingly, the market for such products apparently will 
be broadened extensively, inasmuch as individuals 
who could ill afford to make monthly payments of 
$75 or more will be able to finance purchases on a 
schedule permitting monthly installments of per- 
haps $50 spread over two years or longer. 

From the standpoint of the finance company— 
and incidentally, the investor—the change promises 
to be especially beneficial. Deferring of loan maturi- 
ties means larger revenues from financing and in- 
surance charges. Enlarging the market for consumer 
goods gives assurance of steadily growing portfolios 
of receivables from which earnings are derived. The 
longer periods in automobile financing also point to 
reduction in insurance risks and, consequently, to 
more satisfactory results for subsidiaries engaged 
in writing such ocverage. With the removal of re- 
straints and gradual restoration of a normal flow 
of merchandise, the finance companies seem likely 
to strengthen their competitive position in going 
after business for which commercial banks recently 
have shown great interest in cultivating. 


Prospects More Favorable Than in Prewar Years 


Even without the encouraging release from gov- 
ernment restrictions, the finance companies are tak- 
ing a more cheerful view of the outlook. They have 
successfully passed through a serious crisis when, 
as one executive remarked, “Everything in the book 
was thrown at us.” Wartime curbs on production 
of automobiles and appliances virtually eliminated 
a major part of the need for finance companies. It 
was then that they made progress in diversifying 
operations in factoring and in insurance. Some 
bought small manufacturing companies to employ 
surplus capital profitably. Now that merchandise 
ordinarily financed on time is becoming abundant, 
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the credit companies are building up receivables at 
a steady rate. Purchases of receivables last month 
increased about 10 per cent over July. 

Prospects are more favorable than before the 
war, despite keener competition and lower rates, be- 
cause more potential customers are gainfully em- 
ployed and have a greatly increased purchasing 
power. Consumer goods are higher priced, which 
means the average contract involves a larger unpaid 
balance and a correspondingly higher finance charge. 
Collection costs have not increased correspondingly. 
In other words, the finance companies are dealing 
in larger dollar units and their normal profit mar- 
gins apparently are going to be expressed in larger 
numbers of dollars. In due course, therefore, earn- 
ing power should tend to recover much of its pre- 
war standard. 

Before considering the interesting long-range 
effects, such as broadening of the market for con- 
sumer goods and possible growth in competition 
from commercial banks, the forthcoming changes in 
regulations may be better understood by reviewing 
the status of purchasing power and by examining 
concrete examples of time payment plans. 

To appreciate the potentialities of expansion in 
credit sales it is only necessary to observe how 
remarkably national income has increased since 1941 
through wider employment and repeated advances 
in nidustrial wage rates. Department of Commerce 
figures shows personal income has risen by June 30 
to a new high of $193 billion, adjusted to an annual 
rate, while disposable income, after provision for 
savings, had reached $169.6 billion seasonally ad- 
justed annual basis. This latter figure compared 
with only $92 billion for 1941, a reasonably good 
year. 

Now let’s se what has happened to consumer 
credit financing since that time. In the last year 
before our participation in the war total consumer 
credit outstanding on December 31 stood at $9.9 
billion, or about 10.7 per cent of disposable national 
income for 1941. At the end of May, 1947, total con- 
sumer credit outstanding was estimated by the 
Federal Reserve oBard at $10.7 billion, moderately 
higher than in 1941, but representing only 6.3 per 
cent of estimated income for the nation. To reach 
a basis comparable with 1941 consumer credit could 
increase another $7.6 billion to about $18.2 billion 
—which would be a new high record reflecting a 
decline in purchasing power of the dollar. 


The lag in time sales is most evident in the case 
of automobiles and household appliances which have 
been largely unavailable in retail trade since 1942. 
At the end of 1941, outstanding automobile install- 
ment credit approximated $1.9 billion or slightly 
more than 2.1 per cent of disposable income for 
that year. At the end of May this year, outstand- 
ing automobile credit had fallen to less than a half 
of one per cent of indicated disposable income. Ac- 
cordingly, it is estimated that automobile financing 
could increase another $2.8 billion to a record vol- 
ume of $3.6 billion before exceeding the 1941 ratio 
of national income which was regarded as normal. 

In the category of other installment credit for 
which the Federal Reserve Board compiles statis- 
tics, it was shown that volume at the end of 1941 
stood at $1.8 billion or about 2 per cent of disposable 
income for that year. The volume of receivables in 
this segment of consumer credit stood at $1.1 bil- 
lion last May or only about two-thirds of one per 
cent of disposable income this year. Hence, to reach 
the same level as in 1941 such financing might ex- 
pand by more than $2.2 billion. 


Referring to this evidence of limited use of credit, 
A. E. Duncan, Chairman of the Commercial Credit 
Company, recently commented in a statement ac- 
companying the simi-annual report by suggesting 
that there may be substantial expansion in motor 
cars and household appliance financing. He said the 
figures showed that the small percentage of such 
credit outstanding in relation to national income 
“could not materially affect either the bringing on 
or the prolonging of a business depression. 


How Price Inflation Affects Cost of Credit 


Price inflation evident in the cost of products 
bought on the installment plan has a considerable 
effect on the cost of credit and earnings of the 
finance companies. This may be better understood 
by consideration of typical examples. A popular 
priced car that delivered at about $900 in 1941 is 
quoted currently at about $1500 when available at 
the regular price. Thus after a down payment of 
one-third, the balance to be financed is substantially 
larger now than six years ago. Accordingly, even 
through the finance rate has been reduced to 5 per 
cent from 6 per cent, the montly payment is con- 
siderably higher than (Please turn to page 727) 








Earnings and Dividend Record of Leading Finance Companies 





1938-41 





In Dollars Per Common Share 

Net for 6 Price- 

1942-45 1946Fiscal Mos. Ended 
Avge.Net Avge.Net Yr.Net 6/30/47 Dividend Dividend 


1946 1947-to-Date 1946-47 Recent Earnings Dividend 


Price Range Price Ratio Yield 



































Asso. Investment Co. (a)... $2.67 $1.75 $1.44 $1.70 = $1.00 $$ 95 = 34 --20Yg «= $33—S—s«19.4(b) 3.0% 
Beneficial Industrial Loon... 2.51 2.02 2.25 119 s1SOsi20—si38YG-21Mq 225s 6.0 
C.I.T. Financial he 4.55 2.65 1.27 88 2.00 2.00 581/4-36%, 44 «34.6 45 
Commercial Credit. 4.37 2.97 Ta 2.00 150 5934-36 44-204 45 
Mma. sis? 08 2 ee Nil Nil 835- 2!/5 a ie 
Hemheli teen... 2.0 1.89 243. ~—«*1:.89 1.50 130 35!/-27 3213.2 4.7 
Talcott, James 36 i“ a s 85 45 194-10 i 58 65 











(a)—All figures adjusted for 2-for-! split August, 1947. 





(b)—Based on 6 months net since it exceeds the 1946 fiscal year net. 
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Competitive Battle Between 


Thw and Established METALS 


Aluminum and to a lesser extent magnesium are currently replacing steel in many ways 
in the manufacture of aircraft, automobiles, electrical equipment and other products 








By WARREN BEECHER 


if continuing shortage of steel has 
resulted in a desperate search for substitutes by 
numerous manufacturers trying to rush record quan- 
tities of manufactured durable goods to market. The 
natural inclination is to switch to aluminum, mag- 
nesium and plastics, since capacity of all three is 
greatly expanded from prewar levels, and these ma- 
terials have been in less critical supply than steel, 
copper and other metals. 

For example, the Ford Motor Company recently 
announced plans to boost its 1948 production by 100,- 
000 cars as a result of widespread substitution of 
aluminum and plastics to offset the company’s in- 


ability to secure adequate quantities of steel. Ford’ 


had already been using aluminum running boards 
and headlamp housings with a saving of 21 pounds 
of steel per car, but it now hopes to expand use of 
substitutes to the point of reducing steel require- 
ments by at least 200 pounds per car. 

But what many people are wondering about is 
what will happen to these substitutions, when the 
supply of steel eases and the price of copper declines. 
The question uppermost in many minds is how much 
ground the light metals will have gained, and how 
well will they hold it in an open competitive market. 

A careful analysis of all the factors in the situa- 
tion indicates that the aluminum industry will have 
gained considerable ground permanently, while the 
progress of magnesium will have been somewhat less 
spectacular, although somewhat more advanced than 
if there had been no steel shortage. The ground 
gained will be at the expense of steel, copper, zinc, 
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and lead. However, the largest potential for the light 
metals is in their substitution for steel, but the 
volume of such substitutions will depend upon the 
ability of light metal makers to bring their prices 
down. 

The switch to aluminum has been going on for 
about a year now, and has boosted monthly produc- 
tion of primary aluminum from 24,850 tons in May, 
1946 to 53,032 tons in March, 1947, and since then 
production has only declined slightly. Indications are 
that about 600,000 tons of primary aluminum will be 
produced this year, which is almost 50% larger than 
the 1946 production and was exceeded in only two 
war years. 

The chief producers of aluminum are the Alumi- 
num Company of America with an annual capacity of 
433,500 net tons, Reynolds Metals Co. with an annual 
capacity of 186,500 net tons, and the Permanente 
Metals Corp. (a Henry Kaiser enterprise) with a 
yearly capacity of 128,500 tons in owned and leased 
plants. Government officials some time ago placed 
the nation’s “practical” aluminum capacity at 883,- 
000 tons, including some government-owned facili- 
ties. 

Realizing the opportunity that the steel shortage 
gives their metal, aluminum producers have aggres- 
sively marketed their products, particularly sheet 
and strip aluminum as a substitute for critically 
tight sheet and strip steel. Sheet aluminum has been 
used in rising volume for roofing and siding as a 
substitute for galvanized sheet steel, even though 
the price of aluminum sheet and strip is much higher 
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than that of steel sheet. For example, aluminum 
sheets are quoted at 23.7c a pound, while rot-rolled 
sheet steel is quoted at 2.8c a pound. Even though 
one pound of aluminum can go almost as far as three 
pounds of steel, then 23.7¢ worth of aluminum sheet 
could go as far as 8.12c worth of sheet steel. 

The aluminum industry’s capacity for flat-rolled 
products is set at about 586,800 net tons, which is 
relatively small when contrasted with the steel in- 
dustry’s sheet and strip steel capacity of over 
18,000,000 tons. In 1946, about 433,491 tons of flat- 
rolled aluminum were produced. Alcoa has 378,000 
tons of capacity for these products, Reynolds Metals 
over 125,000 tons, and Permanente about 87,500 tons. 
Alcoa is putting in an additional 60,000 tons of ca- 
pacity with mills able to roll sheet 120 inches wide, 
wider than anything now available in aluminum, as 
part of the Company’s $100,000,000 expansion pro- 
gram. 


Where Aluminum replaces Steel, Copper and Brass 


Before the war, the major uses for aluminum were 
in the manufacture of electrical products, cooking 
utensils, transmission cable, also by the transporta- 
tion and construction industries, besides being used 
as an oxidizer in steel-making. These uses continue 
today, and are larger than prewar. 

Moreover, the use of aluminum in automobiles 
is steadily growing in such items as pistons, gears, 
trim, running boards, headlamps, and so on. In buses 
and trucks, aluminum use is also expanding with ap- 
pearance being a major factor in the former and 
weight-saving the major factor in the latter use. In 
typewriters and other office equipment, aluminum 
stampings are permitting construction of lighter 
units. In construction, aluminum lath and shingles, 
roofing, siding, and drain-pipes have proven com- 
mercially successful and won a permanent place in 
the industry. Moreover, aluminum is being used in 
windows, doors, railings, bathroom accessories, 
garage doors, and countless other items. This is re- 
placing steel, copper, wood, tar, 
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TABLE il 
How Aluminum Competes with Other Metals | 
No. of Lbs. Comparative | 
Replaced Costof | 
Specific By | Lb. Equivalent | 
Metal Cost perLb. Gravity Aluminum Volume | 
Aluminum 14.0¢ 2.7 1.00 14.0¢ 
Steel 3.19¢* 7.864 2.9 9.251¢ | 
Magnesium 20.5¢ 1.7 0.63 12.915¢ | 
Zine 10.5¢ 7.1 2.63 27.615¢ | 
Lead 14.8¢ 11.3 4.18 61.864¢ 
Copper 21.5¢ 8.9 3.3 70.95¢ 


*—Average price for finished steel used to make figure more 
comparable. Steel ingot price is even lower than this. 


How Magnesium Competes with Other Metals 








No. of Lbs. Comparative | 
Replaced Costof | 
Specific By | Lb. Equivalent | 
Metal CostperLb. Gravity Magnesium Volume | 
Magnesium 20.5c 1.7 1.00 20.5¢ 
Steel 3.19¢ 7.864 4.6 14.674¢ 
| Aluminum 14.0¢ 27 1.6 22.4¢ 
Zinc 10.5¢ 7.1 4.18 43.89 
| Lead 14.8¢ 11.3 6.65 98.42¢ 
| Copper 21.5¢ 8.9 5.2 111.806¢ 








inum was only a little more than double the 1940 
tonnage (See Table I). One thing that should not be 
overlooked is the large quantities of aluminum scrap 
overhanging the market. In 1946, 270,000 tons of 
secondary metal was melted, along with 409,360 tons 
of the primary metal. In 1940, only 80,362 tons of 
scrap aluminum, but its availability helps to explain 
tons of the primary metal. Of course, the major fab- 
ricators of aluminum also process large quantities of 
scrap aluminum, but its availability helps to explain 
the relatively limited production of primary metal. 
When the scrap supply declines, large quantities of 
aluminum ingot will probably be sold_to foundries to 
make castings. 

Today’s users of aluminum are taking good ad- 
vantage of the lightness of the metal, its attractive 
appearance, and its corrosion-resisting properties, 
and stressing these advantages in aluminum-made 
products to offset their (Please turn to page 725) 





and numerous other materials. ; a 

More aluminum is being used Comparative Production of Light Metals and Steel 
by makers of stoves, refriger- (All figures in Net Tons) 
ators, and vacuum cleaners to acta Total pe ———— a ee 

° " + rimary econ ary ofa rimary econaary ota ee roauction 

save steel. Aluminum keys, door 1946 409,360 270,000 679360 NA. NA. NA. 66,590,604 
knobs, clocks, costume jewelry, 1945 495,060 298,387 793,447. ©-32,792 «9,247 ~—42,039 79,701,648 
compacts, and soap dishes have 1944 776,466 325,645 1,102,111 168,337 14,928 183,265 89,641,600 
saree See Eons. @ eee fe 521,106 198492 719598 48980 3.951 52.931 86.0311931 
of steel, copper, and brass. Alum- 1941 309,067 106,857 415,924 16385 1.752 18,137 82,839,259 
inum foil is cutting into the lead 1940 206,280 80,362 286,642 6,261 278 6539 66,982,686 
foil market. The textile industry 1939 163,545 53,947 217,492 3,350 = NLA. N.A. 52,798,714 
has permanently adopted the use FLAT-ROLLED SHIPMENTS 
of aluminum in bobbins, twist- ALUMINUM MAGNESIUM STEEL 
ers, spinning frames, and other Plate, Sheet and Strip Sheet, Strip and Plate Sheet and Strip Shipments 
: > : : : 1946 433,491 1,705.5 14,140,198 
items. Aluminum is finding wide 1945 369,300 1,450 13,583,125 
uses in railroad equipment, and 1944 449,900 1,154 12,197,362 
large quantities are going into | !943 . 387,050 840 11,022,723 
the production of passenger | hin ee Pie err 
trains for streamlined exteriors = ae ala 
and attractive-looking interiors. Annual Capacities SteelReplaced Replaceable by 
Although the aviation industry (Tons) by | Ton of Aluminum and 
has shrunk from its wartime January |, 1947 Light Metal Magnesium 
: : ; : . Steel 91,241,250 
size, aluminum is still being Magnesium (At Peak) 293,000 4 1,172,000 
used widely in plane production. |) Aluminum (At Peak)... 1,172,000 3 3,516,000 

But even with all these uses, || Aluminum Practical Capacity)......... 883,000 3 2,649,000 
the 1946 consumption of both nay Sentech 
primary and secondary alum- Sources: American Iron '& Steel Institute and U. S. Bureau of Mines. a “i 
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PROFIT 


INCOME 


On an average, corporate earn- 
ings were a little lower for the sec- 
ond quarter than for the first quar- 
ter, and probably will dip a bit 
further for the third quarter. How- 
ever, results for the year will be 
far better than most anyone had 
expected when 1947 began. In- 
deed, on the assumption that no 
general business recession is likely 
until at least after the year-end 
total profits for 1947 will set a 
new all-time peak. In some soft- 
goods lines where inventory losses 


had been feared, inventory profits 
are now more likely. That applies, 
for instance, to foods and textiles. 
Inventory reserves set up a year 
ago, and unused, may result in 
smaller charge-offs at the end of 
this year, thus tending to increase 
reported earnings. Year-end sup- 
plemental dividends promise to be 
very heavy. 


Top-Grades 


On an average, the highest 
grade stocks have sold off rather 
moderately on the market’s down- 
swing from the July highs, and 
are at present nearer the highs 
than is the Dow-Jones industrial 
average. Generally speaking, they 
are within the top third of the 
year’s trading range, the Dow 
average is about half way, and a 
good many speculative stocks are 
in the bottom third. There are the 
usual exceptions, of course, some 
highly regarded equities being 
near their lows. The relatively 
good support shown by the major- 
ity is not a technical clue of any 
particular reliability. Top-grade 
stocks seldom lead the market ex- 
cept in initial recovery from a 
major decline. Otherwise they 
eventually follow whatever trend 
the speculative issues make. Cur- 
rently they reflect the fact that 
the reaction to date has not been 
very emphatic in points or activ- 








Bulova Watch 
Burroughs Adding Machine... 
Emerson Radio & Phono 
Int’l Minerals & Chemical 
Myers, F. E. & Bros 
Pitney-Bowes 














INCREASES SHOWN IN RECENT EARNINGS REPORTS 





Smith, L. C. & Corona Typw.......................... 
Union Tank Car. 
United Paperboard 











United States Smelting, Refg. & Mng..... 














1947 1946 
June 30 quarter $ 2.48 $ 2.14 
6 mos. June 30 51 A 
39 wks. August 2 3.96 1.92 
Year June 30 4.35 3.92 
9 mos. July 31 4.94 2.57 
June 30 quarter 32 04 
Year June 30 5.57 2.69 
6 mos. June 30 1.99 1.67 
12 wks. August 23 1.85 54 
8 mos. August 31 3.47 71 
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ity. We knew that anyway. 
Cigarettes 


The Federal excise tax on cig- 
arettes long has been $3.50 per 
1,000, regardless of selling price. 
Makers of cheap cigarettes—the 
prewar “10-cent packs”—have for 
years been contending that this is 
unfair to them. They have some- 
thing there. Other excise taxes 
differentiate for selling prices, as 
in the case of cigars, or are based 
on a percentage of price, as in the 
instance of automobiles, furs, etc. 
Now we see by the papers that 
Rep. Woodruff of Michigan will 
go to bat for the little fellows in 
the industry and introduce a bill 
at the next regular session of Con- 
gress either to lower the tax on 
low-price cigarettes or raise it on 
the popular brands. He may or 
may not succeed. Until the thing 
is settled, normal investment de- 
mand for American Tobacco, Lig- 
gett & Myers, Lorillard, Reynolds 
and Philip Morris might be more 
or less inhibited. The threat is not 
in any sense a major one. Even 
should be tax be changed, the 
leaders will still lead, outsell the 
unadvertised—or little advertised 
—brands by a wide margin, earn 
good many and pay good divi- 
dends. This column would not sell 
the stocks named on the basis of 
the tax-change threat or anything 
else now in sight. 


Oils 


On the latest round price-boost- 
ing in oil products a few weeks 
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ago, Standard Oil of New Jersey 
refused to go along, believing that 
previous prices were high enough 
and that it was good business 
policy to try to “hold the line.” 
Hats off to Jersey. Many thought 
it would belatedly change its mind 
and join the parade. It did not. As 
a result, Texas Company has now 
cut prices back to Jersey’s level. 
Probably others will follow. This 
will reduce average earning power 
modestly from recent exalted an- 
nual rates. In this column’s view, 
the best oils remain among the 
finest long-term investments. 
Having done better than the mar- 
ket for quite a time this past 
spring and summer, however, 
they are likely to remain unspec- 
tacular, as at present, for some 
time to come. Mainly for technical 
reasons, our short-term view re- 
mains somewhat unenthusiastic, 
as indicated previously. 


Convertibles 


Unless picked with care, con- 
vertible preferred stocks strike 
this column as neither fish nor 
fowl, nor good red meat. If the 
market declines, it is small solace 
that they go down less than the 
common stock into which they are 
(at a price) convertible. If the 
market rises, they go up less than 
the common. The main trouble is 
that the buyer may mistakenly 
assume that he has a good-grade 
investment preferred which is 
stable in a declining market, but 
which will rise with the common 
in a strong market. Few actually 
meet that requirement. As with 
everything else in the market, the 
greater the speculative potential- 
ity, the greater the risk; the 
greater the safety, the less is the 
chance for profit. Convertible pre- 
ferreds of top quality usually 
yield only around 3% to 3.5% div- 
idend return. Examples are At- 
lantic Refining $4; Atlas Powder 
$4; Dow Chemical $3.25; Hershey 
Chocolate $4; Kimberly-Clark $4 
and Monsanto Chemical $3.25. If 
you are more interested in the 
option on the common than in 
safety, we say buy the common. 


Expansion 


Like a two-edged sword, expan- 
sion cuts both ways. When a com- 
pany has more business in sight 
than it can handle with present 
facilities and therefore has to ex- 
pand, the first reaction of invest- 
ors therein is one of satisfaction, 
if not gratification. But expansion 
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has to be financed, often by new 
security issues—and the reaction 
of investors to that usually is one 
of dismay. Cases in point are the 
electric utilities; with a planned 
outlay of around $5 billion over 
the years just ahead; American 
Telephone, with a Bell System ex- 
pansion near $4 billion indicated ; 
and the natural gas industry, with 
a large, but unspecified, growth 
program. In all cases this calls for 
heavy new-capital financing. The 
prospective “dilution” of present 
equities is what concerns invest- 
ors. The fear is probably ground- 
less, and certainly misconceived. 
Assuming that regulated rates 
permit a fair return on the added 
investment, there is “dilution” 
only pending the new construction 
and the inception of earning 
power therefrom. Only part of the 
new money will carry fixed 
charges, the rest being equity 
money. A 6% return on invest- 
ment, approximately the prevail- 
ing standard, suffices to make util- 
ity expansion profitable. The de- 
cisive thing is not the financing 
and resultant change in capitaliza- 
tion, but the rate of return. That 
is the thing to watch. You need 
not worry unduly about it for the 
foreseeable future. By and large, 
the commissions are fairly allow- 
ing for increased utility costs and 
granting rate relief where it is 
demonstrably needed to maintain 
a 6% return. 


Toward Normalcy 


For the fiscal half-year ended 
July 31 the pre-tax earnings of 
188 department stores fell to 
4.2% of sales, from 9.8% in the 
like period of 1946, according to 
the National Retail Dry Goods As- 
sociation. Net income was 3.1% 
of sales, down from 6.4%. The 
ratio of net to sales approximated 
the 1935-1939 average, according 
to the report; but, with dollar vol- 


ume far above prewar, absolute 
earnings remained well above 
those of 1935-1939, although 
sharply down from a year ago. 
The results suggest that operat- 
ing margins are back to normal, 
or nearly so, which does not sur- 
prise this column. Therefore an 
appraisal of the outlook for well- 
established retail concerns need 
not go much beyond a projection 
of national income and consumer 
buying power. Their earnings will 
not fall greatly from present lev- 
els until there is an important de- 
cline in income payments. That 
may or may not be around the 
corner. It is not now in sight. 


Example 


May Department Stores, judg- 
ing by half-year results, probably 
will do around $350 million of 
business in the current fiscal year, 
over three times the prewar peak. 
A major part of the difference is 
simply dollar depreciation. The 
operating margin for the half- 
year was 7.4%, against 12.3% in 
the first 1946 half, and only nom- 
inally above that in best prewar 
years. (It was 7.1% in 1939, 7% 
in 1936). Net was about 4.4% of 
sales, against full-year figure of 
4.2% in 1939 and not quite 5% in 
1936. Barring a sales nosedive 
within the next few months, earn- 
ings for 1947 should be not less 
than $6 a share, probably more, 
or around double the $3 dividend 
rate. Presently around 42, the 
stock yields 7.1%. Were the rate 
pared to $2, which is more un- 
likely for the foreseeable future, 
the yield would still be a not bad 
4.76%. The stock would seem to 
be substantially sold out. 


Foreign Selling 
Much of the recent, and poten- 


tial, foreign stock liquidation is 
(Please turn to page 723) 















































DECLINES SHOWN IN RECENT EARNINGS REPORTS 

1947 1946 
Brewing Corp. of America............................_ 9 mos. June 30 $10.03 $10.52 
Clorox Chemical Year June 30 1.73 1.94 
Ekco Products 6 mos. June 30 1.43 1.91 
Fair (The) 26 weeks August 2.1.22 2.51 
Lerner Stores 6 mos. July 31 1.50 2.00 
May Department Stores 6 mos. July 31 2.41 3.51 
Mercantile Stores 6 mos. July 31 94 2.18 
National Department Stores... 6 mos. July 31 1.54 2.63 
National Steel Car Corp., Ltd... Year June 30 1.50 1.77 
Washington Gas Light 12 mos. July 31 1.07 1.92 
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The Personal Service Department of THE Macazine oF WaLL STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability 
of your broker. This service in conjunction with your subscription should 
represent thousands of dollars in value to you. It is subject only to the fol- 


lowing conditions : 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities at reasonable intervals. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. No inquiry will be answered which is mailed in our postpaid reply 


envelope. 


5. Special rates upon request for those requiring additional service. 





Investment Program For 
College Educational Fund 
I have a grandson four years old for 
whom I have established a “College Edu- 
cational Fund” and now have in this 
fund $400 in Government “E” bonds. I 
desire to add some sound stocks to this 
fund $400 in Government “E” bonds. I 
have established their soundness and are 
not now at inflated prices and have rea- 
sonable prospects for future price appre- 
ciation when business conditions permit 
increasing production to catch up with 
demand. My thought is to purchase in 
10-share lots from time to time, stocks 
that range from $15 to $30 per share. 
Would appreciate your suggestion as to 
some stock issues which would be suit- 
able for the above plan. 
H. T., Chicago, Illinois 
Your plan of establishing a 
“College Educational Fund” for 
your grandson is admirable. As he 
is only four years old now and the 
average boy enters college at the 
age of 18, you have ample time to 
build up your fund and can take 
advantage of the wide market 
swings that occur over a period of 
years. You can plan a long-term 
investment program. As it is diffi- 
cult to gauge the highs and lows a 
market ‘will reach and sometimes 
the trend changes suddenly, it 
would appear sound and prudent 
to defer making new stock com- 
mitments at this time and continue 
placing the cash available for this 
fund in government bonds or sav- 
ing banks, until the Dow-Jones 
industrial average reaches a level 
of around 100. This will require 
the exercise of great patience and 
the acceptance of a temporary 
lower income yield, but the differ- 
ence of about 114 points a year 
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will much more than be made up 
by the savings in principal. When 
the time is propitious, selections 
should be made of sound, dividend 
paying equities with good growth 
prospects. We shall be pleased to 
submit a list of good quality issues 
at that time. 

If during the lifetime of this 
educational fund, which should 
extend about fourteen years, ad- 
vantage is taken of low markets, 
when the Dow averages are about 
the 100 level and stocks are sold 
when the Dow averages reach 
about 200, then this fund should 
build up to sizable proportions. 
That this ultra-conservative pro- 
gram is not impossible of achieve- 
ment is illustrated by the market 
swings of the Dow industrial aver- 
ages in a little over the recent 
four-year peroid, when the low 
point went below 100 to 92.92 on 
April 28, 1942 and rose to 212.50 
on May 29, 1946. 


National Pressure Cooker Co. 

Please advise recent sales, dividend 
and outlook for National Pressure 
Cooker Co. 

R. F., Milwaukee, Wisc. 

Sales of the National Pressure 
Cooker Co. makers of Presto cook- 
ers, National pressure cookers and 
Martin Motors, for nine months 
ended June 30, 1947 attained a 
new high to $41,473,181.61 as 
against $16,563,660.21 for the 
same peroid of 1946. Earnings for 
the nine months were $5,053,689.- 
09 against $1,786,041.50 for 1946 
which is equal to $10.10 per share 
against $3.57 a year ago. 


The comparative statement of 
the consolidated sales and earn- 
ings of the National Pressure 
Cooker Co. includes its divisions, 
Martin Motors and Witt Guage 


Co.; its subsidiaries, Lakeside 
Aluminum Co. and Century Metal 
Craft Corp.; its affiliate, the Na- 
tional Pressure Cooker Co. (Can- 
ada) Ltd. 

Present management assumed 
control of this cororation in 1942 
for a relatively modest sum and 
sales and profits since that time 
have risen very sharply due to cap- 
able management, general pros- 
perity and the enormous new 
demand for pressure cookers. Divi- 
dends adjusted for the two-for-one 
stock split in 1946 amounted to 
8714 cents a share and $1.1214 
was paid in the first half of the 
current year. 

Capitlization consists solely of 
500,000 shares of common stock 
outstanding. Balance sheet as of 
September 30, 1946 showed cur- 
rent assets of $5,644,437, current 
liabilities $2,055,766 leaving net 
working capital $3,588,671. Out- 
look for earnings continues favor- 
able. 

Aluminum Ltd. 
Please furnish report on Aluminum 


Ltd 
F.. H., Concord, N. C. 

Aluminum Ltd. reported that it 
had an estimated net profit of 
$8,700,000 equal to $11.65 a com- 
mon share in the six months to 
June 30 after providing a reserve 
of $1,000,000 against loss or pre- 
war investments abroad, against 
$4,300,000 or $5.48 a share in the 
same period of 1946. Company was 
incorporated in 1928 under the 
Companies Act of the Dominion 
of Canada. 

Aluminum Ltd. is a holding 
company. Business and products 
of subsidiaries consists of mining, 
power and transportation of alum- 
inum ore, smelting of aluminum 
and its fabrication. Principal 
plants and properties are inte- 
grated and reserves of raw mate- 
rials in Newfoundland, British 

(Please turn to page 723) 
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Keeping Adreaat af Judusthrial 


+ and Comnany News ¢ 





Perhaps no event since the end of the war has carried as much significance 
to industry as the current National Tool Exposition in Chicago. Here on one vast 
floor space are presented for consideration practically all of the up to date 
achievements of the tool industry's army of technicians, engineers and designers. 





With cost savings uppermost in the minds of every manufacturer, more than 
100,000 of their experts from all over the world are said to have already piled up 
orders with the tool makers for everything from huge presses to tiny drills. This 
promises to boost 1948 backlogs of many of the tool manufacturers substantially. 





Significant to managements and investors alike are widespread predictions 
that by use of new tools, it may be possible to boost output per machine operator 
next year generally from 25% to 100% in numerous factories. One of the new machines 
completes in 28 seconds a job that formerly required 6 minutes, and similar economies 
are offered all along the line. 


In other directions, also, announcement of interesting new products show 
continuous progress by scientists in helping to keep business activity at a high 
level. For example, seekers for Christmas presents this year can buy the first 
perfected wrist alarm watch, a Swiss product distributed by the Vulcain Watch Com- 


pany, Inc. 


And the world's first comercial production of synthetic Vitamin A has been 
announced by Distillation Products, Inc., jointly owned by Eastman M®dak and General 
Mills. This assures an ample supply for populations all over the globe, until now 
dependent upon fish livers for a basic supply. 








A revolutionary new paint, made from water dispersion of synthetic resin’ in- 
stead of the usual oils, drying in less than half an hour yet possessing the dura- 
bility and finish of high grade oil paints, has ben jointly announced by Shawinigan 
Products Corporation and Foster D. Snell, Inc. "Gelva"” will be the trademark. 


As we go to press, strollers along Atlantic City's boardwalk are halting to 
read the latest news from an electronic newspaper "delivered" through the air by 
radio. waves, upon receivers at various display points. General Electric Company 
is responsible for this development. 


Not to be out done by its competitors in supplying innovations, Westing- 
house Electric Corporation is out with a robot coke-drink vendor that rot only makes 
its own carbonated water from the city water supply but also will make change for the 
dimes and quarters at the disposal of its thirsty customers. 











Some idea of the magnitude of modern scientific operations is shown by a coaxial 
cable to be installed by the Bell Telephone System to supplement its New York-Chicago 
service. About the size of a baseball bat, this 154 mile long cable can handle 1,500 
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simltaneous telephone conversations, and will cost $4 million to construct. 


No signs of a letup in demand for washing machines have yet appeared. 
Bendix Home Appliances, Inc. made the most of its opportunity in the first half of 
1947 by turning out 296, ,000. washers, close to total ouput for all of 1946. Company 
hopes to produce twice as many ironers in the second half as in the first one, and 
to quardruple its output of dryers. 


As for refrigerators, L. H. D. Baker, vice president of Admiral Corporation, 
predicts that supply and demand cannot reach a balance for at least three years to 
come. He figures that during the first four years of postwar a total of more than 17 
million new refrigerators will have been needed, but the industry is making only 
about 280,000 per month. 


According to the Department of Commerce, American private investments abroad 








yielded an income of $520 million last year, a record sum. $126 million came from 


Canada alone and $273 from Latin-American countrieg, with oil investments in 
Venezuela winning her top place among that group. 


= An officer of Monsanto Chemical Corporation foresees at least five years of 
steady growth for the United States Plastics industry. During the current year and 
1948, he estimates that $150 million will have been spent to expand facilities for 
this branch of chemistry alone. 








Affluent farmers are responsible for hanging up new sales records for Inter- 
national Harvester Company, and the end is not yet in sight apparently. This giant 
producer of farm equipment sold more than $200 million of its products in its third 
fiscal quarter, up 41.75%-over the relative 1946 period. 





In declaring its 184th consecutive cash dividend on September 10th, Burroughs 
Adding Machine Company reported to its shareholders a rise in volume for the first six 
months to $30.8 million, up about $9.8 million compared with the first half of last 
year. But rising costs have cut net income to 8.6% of sales against 11.9% back in 
1941. Increased volume, though, boosted total relative net by about $500,000. 





Although the nation's automobile industry has turned out 4.6 million cars 
Since the end of the war, by next spring it. expects to find itself loaded with more 
orders than it can fill in two years of peak production. Old cars are rapidly going 
to the boneyardgand first time buyers are on the increase. 





An interesting sidelight upon the high cost of living in Russia is shown by 
reports that a small table radio set costs about $200 in that country, according to 
the trade magazine, Tel-Tech. Though the Reds stripped some 500,000 sets from 
Germany, their impoverished citizens cannot buy many of them. 


Intensified interest by Switzerland in automatic heating has influenced a 
decision by Minneapolis-Honeywell Regulator Co. to form a subsidiary company in 
that flourishing country. This concern also exploits foreign markets through sub- 
Sidiaries in England, Mexico, Sweden, Holland and Belgium. 





Need for prompt expansion by the nation's public utilities is well shown by 
the large number of new customers gained in the first half. According to the 
Electric Edison Institute, more than 1.1 million new names were added to the indus- 
try's customer list during the period mentioned, about 90% consisting of urban and 
rural residential users. 





How extensively the motion picture industry has dug itself in all over the 
world is shown by statistics disclosing about 16,951 theaters now in operation in 
the United States. Additionally there are about 55 foreign countries with more than 
50 theaters each. In western Europe, Italy leads with 5,800 picture shows. 
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Opportunities... 


for Income and Price Appreciation 


IN BONDS 
And PREFERRED STOCKS 


By JACKSON D. NORWOOD 


ue ® MAGAZINE OF WALL STREET’S 
INDEX OF BOND PRICES showed the following 
changes for the period indicated. 


On On 


June 20 Sejt. 12 
40 Domestic Corporation 1146 1143 — 3 
10 High Grade Rails 113 6«=6:1108.7 —Z6 
10 Second Grade Rails 234.4 236.6 22 
10 High Grade Utilities 98.3 76 — 7 
10 High Grade Industrial 10062 61000 — 3 
10 Foreign Governments 123.7 1212 2.5 


After a lapse of about twelve weeks, it is interesi- 
ing to survey what changes have occurred in the 
various bond groups listed on our table. During the 
interim mentioned, it will be noted that Second 
Grade Rails have been the only exception to a gen- 


eral downtrend in prices. Partially accountable for 
firmer prices in this special group is the fact that. 
percentagewise, rail stocks have been giving a better 
account of themselves during the past few months 
than has been shown for the general run of indus- 
trial.s In turn, this relative expression of speculative 
confidence has been passed along to the secondary 
rail bonds, always sensitive to the development of 
public opinion bearing upon the equities. 

As for the apparent softening trend of prices for 
all other classes of domestic bonds, it should be real- 
ized that interest rates for some time past have 
shown a tendency to stiffen moderately. Rather nat- 
urally this would be reflected by a readjustment of 
prices for prime obligations all along the line. An- 
other influential factor has been the steadily widen- 
ing gap between bond yields and those obtainable 
from preferred stocks and equities. Where careful 

analysis has disclosed opportunities 
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for above average safety combined 
with substantially better income in se- 
lected stocks, both private and institu- 
tional investors have tended to part 
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with some of their bonds in readjust- 
ing their portfolios. In some cases, too, 
-” more attractive yield obtainable from 





new bond issues appearing on the mar- 
ket has led to substitution of them to 


replace issues previously owned. All 
260 
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said, though, the various changes in 
prices for all of the groups on our table 
have relatively moderate, considering 
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the fairly long period used in making 
comparisons. 

Discouraging news from foreign sec- 
tors has piled up continuously to exert 
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pressure upon prices upon the bonds 


of numerous countries beyond our own 
boundaries. Interestingly enough, the 
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downtrend has by no means been lim- 
ited to the more speculative issues, for 
some the best rated issues have suf- 
fered substantial declines in their 
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3 SCALE AT RIGHT 





prices. Dollar bonds of Belgium and 
Norway, to be sure, have exhibited 
unusual price stability for many 


7U2 








months past. Regardless of the high esteem usually 
accorded to obligations of Holland, though, the 
Netherland 334s due 1957 are now quoted around 96 
against an issue price of 99 scarcely four months 
ago. As for Danish 6s, a thin and weak market is 
indicated by a recent bid price of 83 compared with 
offerings at 87 and a far stronger price level of 94 
when we discussed foreign bonds last July. 

Revisions of investor opinion stirred by all the cur- 
rent emphasis upon dollar shortages, along with 
shifting appraisals of national credits all over the 
globe, have tended to depress prices even of such 
well regarded bonds as those of Canada and Aus- 
tralia. Since last July, for example, Canadian 314s 
due 1961 have slipped off in price from 108 to a 
recent level of 10514. Due to a call date of 1956 on 
this issue, the relative advance in yield has been 
from 2.15% to 2.55%. Only a few months ago the 
Commonwealth of Austrial hailed with enthusiasm 
the final step to refund its $126 million dollar bonds. 
But where the refunding 10 year 314s found ready 
takers at their issue price of 9714, to yield 3.33%. 
Now, three months 


ALDENS, INC. 414% cumulative preferred stock. Out- 
standing are 39,200 shares of this $100 par senior 
issue, callable at 107 and accrued dividends during 
the next two years and at gradually declining re- 
demption prices, until after 1953 they are stabilized 
at 104 and dividends. At a recent price of 101, these 
shares are several points below their lowest poten- 
tial call price and yield about 4.20%. Preceding them 
in the company’s capital structure are only $1.4 
million 3% debentures due 1960. In May, 1946, the 
preferred was distributed to the public by a banking 
group at 104 per share. Since 1902, Aldens has op- 
erated chiefly as a mail order house specializing in 
popular priced wearing apparel, household soft goods 
and appliances, furniture and floor coverings. As of 
last January, the company had expanded its activi- 
ties through operation of eight retail stores. 1946 
net earnings applicable to the preferred equalled 
$66.91 per share, and since 1933 Aldens has consist- 
ently shown a net profit in every year. Working 
capital at the end of 1946 had risen to a peak level 
of $11.9 million. Though volume during the first six 
months of 1947 rose by 
about $5 million over 



































later, these bonds are 
changing hands at the relative period last 
around 92, to yield Suggestions for Current Investment Funds year, net profits in the 
3.53%. In similar fash- ities sak -<dmaaile latest interval shrank to 
ion, Australian 344s due |} ponds: Price —s~Price~=CéYield«( «90-43 cents on the pre- 
1967 have fallen in price || amer. & For. Pwr. Deb. 5's, 2030... $108 $107 46% || ‘ferred, due to rising 
from 9714 to 881%. All |} Atlantic Coast Line Gen. 4/2, 1964. 108.4 costs, heavy markdowns 
of which goes to show esa Eng | 4 a Mogren Ps f's. 78... - Bs and a broad slash Bs 
how importantly the im- issouri, Kan. & Tex. Ry. Ist 4’s, "90 hs. A 10% in many catalog 
N. Pacific Ref. & Imp. 5's, C, 2047... : 105* 5.0 . 
pact of day to day eco- |i scuthern Pacific Deb. 4/5’s, 1981... 10 4.8 trio Ri eg ages ad of 
— a pagers =; Texas & Pacific Ry. Gen. 3%, '85 105% 3.7 gens oe 
velopments is reflecte e noted, though, tha 
by price changes for __ || Preferred Stocks: ; the preferred dividend 
high grade long term |) 9cidvin Cocomotive $2.10 Pid. at Yes] Was_earned by a very 
bonds. Barker Bros. 41/2% ($50 Par) Pfd... 51 55 4A comfortable margin, and 
This relative volatil- || Curtis Publishing $4 Prior Pfd._ + an 75 6.3 as the earnings dip 
ity of prices and yields — Wastoc Pera (Pe ——— = .- , Pr probably is temporary 
4 enerai tel. 4.4% /g \U. LV. . r ees e 
to term debt obliga. || Sendyest fie & ub. $5 Cm-ce.Pid. 10610547 fA a ee romaine 
- || Pacific G. & E. 5'/2% Cum. Ist Pfd. 25) 37 rad 3.7 
tions. Scan the quota- Gemictae, eb Wedng $3.50 rsh Ist Pid ‘woes 77 100 45 worthy of confidence. 
tion sheets of the daily Stokley-Van Camp CS | | ers ee 21 4.7 
newspapers on an active |] ynien Poctic 47, Non Con, Pi 5 196 NC 37 | JONES & LAUGHLIN 
days when a marked Wheeling Steel $5 Cum. Pr. a: ae 100 5.2 STEEL CORPORATION 
drop in prices of com- N.C.—Not Callable. *—Not prior to July 1, 1952. 5%: Series A preferred 
mon stocks is the rule, stock. This company 
ranks as the next to the 








and quite frequently 
some of the best rated 
preferred stocks will be found to have experienced 
even sharper declines in price than their juniors. 
Undoubtedly this is due to prompt action by alert 
investors to build up cash reserves in anticipation of 
buying equities at an opportune moment. Be that as 
it may, the response of preferred stock prices when 
the general market turns up usually is more mod- 
erate in expression. In part this may account for 
more than one relatively attractive opportunity to 
pick up sound preferred stocks in the dull period of 
stock market activity now prevailing. Last year’s 
scramble to secure the best.grade of preferred stocks 
at high premiums and with yields approaching close 
to those obtainable from bonds has toned down 
enough to restore preferred yields in many instances 
more nearly to a rational basis, all considered. As 
stable income at a fair rate is a prime consideration 
of many investors, it appears timely to discuss 
briefly a few senior stock issues that seem worthy of 
consideration for conservative portfolios. 
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largest steel producer 
in the Pittsburgh district and is the fourth in size 
throughout the entire country. Its capital structure 
is well balanced as to senior securities through $28.1 
million of bonds and approximately $29.3 million 
shares of the above mentioned preferred. This latter 
issue has received dividends with regularity since 
1942, although prior to that time the record was 
spotty. With wartime prosperity and good results 
since VJ Day, in no year since 1940 have net earn- 
ings available for preferred dividends fallen below 
$13.58 per share. In 1946 the net climbed to $36.97 
and during the first half of 1947 soared to $39.87 per 
share. Considering the medium term bright outlook 
for the steel industry, the strong financial status of 
Jones and Laughlin and its evident good control of 
profit margins, confidence in its preferred shares 
seems deserved. Selling around 95, the yeild is about 
5.3%. As the shares are redeemable at 105 and divi- 
dends, room exists for considerable appreciation 
should any refunding retire the issue. 
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SUMMARY 


MONEY AND CREDIT—Lagging production in Europe 
conspires with world food and feed shortage to promote 
another upsurge in prices and wages. Congress, inspired by 
consumer ire at rising living costs, may trim projected relief 
rogram abroad. Foreign government dollar bonds at new 
a since Jan. 22, 1944. July dividends 13% above last 
year. 
TRADE—Thus far, cashing of veterans’ terminal leave 
bonds has proved less stimulating to retail store sales than 
expected. Department store sales in week ended Sept. 6 
were about even with last year in dollar total, but off con- 
siderably in unit volume. 
INDUSTRY—A wildcat strike in the Pittsburgh steel district 
caused a dip of 1% in business activity during the week 
ended Sept. 6; but Aug. averaged 44°), above last year. 
Building activity continues to expand contraseasonally. 
Civilian, non-agricultural employment in early August at new 
all-time high. New high record also made by personal in- 
comes in July. July exports 19%, under the May peak; but 
Commerce Department thinks domestic demand will fill the 
gap- 
COMMODITIES—Spot and futures indexes at new highs 
during the past fortnight, with corn and oats soaring to new 
record altitudes. Subsequently, grains reacted moderately 
following raising of margin requirements. 
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An unauthorized walkout of 1,800 employees of a U. S. 
Steel subsidiary at Pittsburgh, the Union Railroad, during 
the week ended Sept. 6 caused a loss of at least 175,000 
tones in steel ingot production and a dip of more than 1% 
in the Nation's total volume of Business Activity. C. |. O. 
officials, who are urging the Government to force the steel 
industry to expand production, conveniently overlook the 
fact that over 18 million tons of steel production have been 
lost by strikes since the war. 

* * * 

This publication's Business Index in August, at 178.9%, 
of the 1935-9 average, was the same as for July; but 4.4% 
above August, 1946. On a per capita basis, the index was 
160.7% of the 1935-9 average for the month of August, 
compared with 160.9% in July and 157.2% a year ago. 

* * * 


Civilian, non-agricultural Employment in early August, 
at 50,400,000, was the greatest on record and 400,000 more 
than a month earlief. Unemployment dropped half a 
million between July and August. In a few industries, how- 
ever, July employment was somewhat less than a year 
earlier, Among A oie were mining, textile mill products, 
leather and leather products, tobacco manufactures, rubber 
products and service establishments. 

. * © 

Construction activity reached a new post-war peak in 

August. Expenditures for new structures and major repairs 
(Please turn to following page) 
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Latest Previous Pre- 
. OF or Year Pearl PRESENT POSITION AND OUTLOOK | 
Date Month Month Ago _ Harbor Hy 
MILITARY EXPENDITURES—$b (e) | Aug. 0.96 0.96 1.52 1.55 ? 
Cumulative from Mid-1940___| Aug. 3584 357.4 341.9 13.8 (Contionndl trom: page 719) 
a aaa —— | totaled $1.4 billion—15% above last year—em- 
FEDERAL GROSS DEBT—Sb Sept. 10 259.2 259.9 265.3 55.2 ploying 1,948,000 workers—14% more than a year 
-—— ———-- ago. Construction expenditures for the first eight 
MONEY SUPPLY—Sb months were 13% ahead of the like period last year. 
Demand Deposits—94 Centers_____ | Sept. 3 47.0 47. 45.8 26.1 New dwelling units started thus far this year num- 
Currency in Circulati Sept. | 28.7 28.7 28.5 10.7 ber 524,000—56,000 more than in the like period 
= = last year. About 500,000 dwelling units have been 
BANK DEBITS—13-Week Avge. completed this year to date. 
. Sept. 3 7.28 7.37 7.56 4.26 
New York City—$b P . 
Sept. 3 10.74 10.81 14.72 7.60 ee 
93 Other Centers—$b : P 
ees a Disillusioned from their earlier hopes of lower 
PERSONAL INCOMES—S$b (cd3) June 193.0 191.5 173.2 102.0 prices, Furniture buyers have rushed into the 
Salaries & Wages June 119.3 118.3 107.9 65.6 market again, boosting orders booked by manu- 
Interest & Dividends June 14.0 14.0 13.2 10.0 facturers in July to twice the volume of a year 
Farm Marketing | (ag) June 2.19 1.99 1.52 1.21 | cartier. July shipments, however, were up only 13% 
Pp 
Includ’g Govt. Payments (ag)__ June 2.21 2.03 1.57 1.28 | ond unfilled orders 14%. 
SIVILIAN EMPLOYMENT m (cb) | A¥S: a a a Se 
Agricultural Employment (cb) Aug. 9.5 10.1 9.1 8.8 Department Store Sales in the week ended 
Employees, Manufacturing (Ib)__ July 15.2 15.3 14.5 13.8 Sept. 6 were about even with last year in the dollar 
Employees, Government (Ib) __ July 5.3 5.4 6.5 4.8 total; but were off considerably in unit volume. At 
UNEMPLOYMENT—m (cb) Aug. 2.1 2.6 2.1 3.8 New York City during the following week sales were 
gg OP all = m Ey ine i wn down 3% from the corresponding week last year. 
FACTORY EMPLOYMENT (Ib4) | -" 
Jul 176 180 166 175 a 
Durable Goods Y 
Non-Durable Goods July 130 129 126 123 Thus far the spurt in retail store sales, which was 
FACTORY PAYROLLS (ib4) June 319 312 263 198 expected to follow cashing of Veterans’ Terminal 
= Leave Bonds, has failed to materialize. It develops 
PACTORY HOURS & WAGES (ib) that most of the money is being used to pay off 
Weekly Hours June 40.1 40.1 40.0 40.3 debts contracted in anticipation of the windfall. 
Houly Wage (conts) June 122.0 1208 1084 78.1 dai iar 
June 48.91 48.46 43.31 31.79 
Weekly Wage ($) _ U. S. Exports in July were 19% under the May 
PRICES—Wholesale (ib2) Sept. 6 154.9 154.0 122.0 92.2 peak. Some companies, and even whole industries, 
Retail (cdib) June 178.8 177.1 147.7 116.2 are beginning to feel the loss of foreign sales; but 
most of the 7% drop in exports for July was due to 
COST OF LIVING (Ib3) June 157.1 156.0 133.3 110.2 a 25% slump in sales of textiles abroad. 
Food June 190.5 187.6 145.6 113.1 Sr 
Clothing ime prong wuand og ae The Commerce Department thinks that business 
oak June 109.2 109.2108.5 «107.8 sap: 
as a whole in this country will not miss a reasonable 
loss of foreign sales; because domestic demand 
RETAIL scrap 4 July 8.53 8.77 1.67 4.72 will fill the gap. This viewpoint overlooks the fact 
geeasbvominccn (ed) July 2.06 2.08 1.61 1.14 that business Profits here will suffer from a decline 
sok tesabiie tied July 6.47 6.69 6.06 3.58 | in our export balance—partly because better prices 
aanaene ae tay ; ; ‘ are sometimes received for goods shipped abroad 
Dep't Store Sales (mrb)____== July 0.62 0.72 0.44 0.40 h h era 7 
Retail Sales Credit, End Mo. (rb2)_ July 4.87 4.90 3.35 5.46 than when sold in the more competitive home 
market; but mainly because net exports contribute 
MANUFACTURERS’ to Capital Formation, which is the source of 
New Orders (cd2)—Total ais 243 235 214 181 profits, whereas goods, such as textiles and food- 
Durable Goods rae 269 256 231 221 stuffs, sold in the domestic market cause a like con- 
Non-Durable Good iia 228 223 203 157 traction in home demand for other consumer goods 
Shipments (cd2)—Total Nene 292 283 209 184 unless savings are drawn upon. 
Durable Goods June 323 313 212 223 * * + 
Non-Durable Goods June 270 262 206 158 In view of world-wide shortages of food and food 
stuffs, and the Administration's policy of exporting 
BUSINESS INVENTORIES, End Mo. these to the limit of our ability, there seems to be 
Total—$b (cd) : _ 38.8 26.8 26.7 a reasonable probability, on the other hand, that 
Manufacturers toned - a4 ieee 15.2 we are heading into another price-wage Inflation 
‘Wholesalers’ June 6.7 6.7 4.5 4.3 : : é : ; 
spiral which might swell inventory profits enough to 
Retailers’ June v4 spd - 72 partially offset losses from a drop in our export 
Dept. Store Stocks (mrb) June 19 2.0 1.6 1.4 
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Latest Previous Pre- 
Wk.or Wkh.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago _ Harbor 
BUSINESS ACTIVITY—i—pc Sept. 6 160.9 160.8 156.2 141.8 
(M. W. S.)—1—np Sept. 6 179.1 179.0 170.5 146.5 balance: Inventory profits are also a component 
of capital formation. 
ee PROD. (rb)—I—np | July 178 184 172 174 
inin July 139 148 146 133 ; : ails 
a Goods, Mfr. sly 209 216 202 141 A third factor in the longer range business out- 
Non-Durable Goods, Mfr._____ | July 165 168 157 141 look is the extent to which contraction in our export 
CARLOADINGS Total ary 809 926 194 833 balance may induce producers here to curtail 
Manufactures & Mi Sept. 6 354 4t1 342 379 Capital Expenditures, which contribute directly 
Mdse. L. C. L.. Sept. 6 103 119 108 156 to capital formation and hence to profits. 
Grain Sept. 6 48 57 43 43 nage 
ELEC. POWER Output (Kw.H.)m | Sept. 6 4,721 4,940 4,184 3,267 Inflation, resulting from the impact of huge ex- 
SOFT COAL, Prod. (st) m Sept. 6 10.6 12.0 113 10.8 | Pansion in Money Supply upon a chronic Sheort- 
Cusnulétiecs from Jen. | Sept. 6 413 402 353 446 age of goods, still rages cver most of the globe. In 
Stocks, End Mo. March 57.7 49.5 58.5 61.8 China, with wholesale prices estimated at 8,900% 
PETROLEUM—(bbis.) m. above 1939, money is almost worthless. en come 
Crude Output, Daily _ | Sept. 6 5.2 5.2 48 41 Italy, with prices up 5,090%; France, 760%; Fin- 
Gasoline Stocks Sept. 6 83 84 87 86 | land, 550%; Turkey, 315%; Mexico, 138%; the 
Fuel Oil Stocks. Sept. 6 56 55 55 94 U. S. A., 104%; Canada, 66%; and Australia, a 
Heating Oil Stocks Sept. 6 57 55 56 55 ene MK. 
LUMBER, Prod. (bd. ft.) m Sept. 6 417 426 403 632 Se. 
Stocks, End Mo. (bd. ft.) b May 47 45 3.6 12.6 Exchange Rates for foreign currencies have 
geen tenet bane. Un) - ae ae pe soared proportionately in black markets abroad. 
» (st) m Aug. 6. ; . ; , : 
Cumulative from Jan. |__| Aug. 55.8 48.8 40.8 74.7 Prices for eagerly sought goods that can be ob 
tained only by importing them have become so 
ea — . “a in - dear that many countries have attempted to estab- 
S—$m (en ept. II 146 ! ij os . 7 = P 
Sonaiaiis Gas fas, 1. | Sop 31 3,880 3,734 3,857 5,692 ish an official one i their currencies that is for in 
excess of their “free” values as reflected in the 
Hilla re , black markets. Greater production is the only per- 
aperboard, New Orders (st)... ept. 6 197 167 138 165 . 
Wood Pulp Stks., End Mo. (st)t....... | June 106 % 84 98 men penton 9 es Batier Ghastage, The igi 
Cigars, Domestic Sales—m......._...| June 433 474 452 543 shining examples of countries with “hard currencies 
Do., Mfd. Tobacco (Ibs.)m...........] June 18.8 16.1 21.1 27.6 are Switzerland and the U.S. A., where Statism has 
Natural Rubber Consumption (ct)m.. | June 425 43.0 16.5 54.3 gained little foothold. 
Do., Synthetic June. 42.6 48.7 62.9 0.5 





ag—Agriculture Dept. b—Billions. cb—Census Bureau. cd—Commerce Dept. 
Commerce Dept., seasonally adjusted monthly totals at annual rate. 
Data. e—Estimated. en—Engineering News-Record. |—Seasonally adjusted Index (1935-9—100). Ib—Labor Bureau. !b2—Labor Bureau 
(1926—100). !b3—Labor Bureau (1935-9—100). !b4—Labor Bureau, (1939—100). 
and in Transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. 
Per Capita Basis. rb—Federal Reserve Board. rb2—Federal Reserve Board, Instalment and Charge Accounts. st—Short Tons. t—Thousands. 


cd2—Commerce Dept. (Avge. Month 1939—100). «d3— 
cdib—Commerce Dept. (1935-9—100), using Labor Bureau and other 


It—Long Tons. m—Millions. mpt—At Mills, Publishers, 


np—Without Compensation for Population growth. pce— 
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No. of 1947 Ind 1 (Nov. 14, 1936, Cl—100) High Low Sept.5 Sept. 12 
Issues (1925 Close—100) High Low Sept.5 Sept.!12 | 100 HIGH PRICED STOCKS. 89.87 72.58 81.99 81.53 
304 COMBINED AVERAGE ___ 148.8 111.5 127.1 127.9 100 LOW PRICED STOCKS_____ 183.14 124.35 144.17 143.74 
4 Agricultural Implements _ | 88.0 143.4 = 174.1 170.6 6 Investment Trusts __________ 62.8 48.3 57.0 56.8 
Wt Aireraft (1927 Cl—100)_ 167.1 108.2 137.6 137.8 3 Liquor (1927 Cl—100)_____ 933.6 592.1 692.7 714.2 
6 Air Lines (1934 Cl—100)_. 636.9 467.2 467.2¢ 477.6 8 Machinery _. ts«é'S5S 92.4 123.1 146.2 144.7 
6 Amusement ________ 146.0 103.2 103.2b 104.4 3 Mail Order 129.5 84.2 109.6 107.8 
14 Automobile Accessories ___._ 237.4 161.9 197.4 188.6 3 Meat Packing _-séi;‘zS'S... 84.9 100.4 102.0 
11 Automobiles = =S———«S42.8 30.8 36.2 36.0 13 Metals, non-Ferrous ____——:1196.7 137.4 150.7 148.2 
3 Baking (1926 Cl—i00)___._ 24.1 18.9 19.8 19.7 3 Paper 39.9 31.3 38.4 38.4 
3 Business Machines _____._ 301.6 230.8 252.0 250.3 23 Petroleum _ 215.5 172.2 199.1 197.8 
2 Bus Lines (1926 Cl—100)___._ 175.0 161.1 134.7 130.6 20 Public Utilities _.. S$ _—s—«*134.4 104.3 115.4 114.1 
4 Chemicals 261.6 223.8 248.9 246.1 5 Radio (1927 — 23.2 16.1 18.9 18.9 
2 Coal Mining 20.1 14.0 16.1 16.7 8 Railroad Equi 80.6 55.8 64.1 62.9 
4 Communication 58.3 40.6 47.1 47.1 23 Railroads 27.2 17.0 21.0 21.1 
13 Construction 66.5 48.0 59.5 59.1 3 Realty 32.9 22.9 26.7 28.3 
7 Contai 371.5 291.4 331.1 325.6 2 Shipbuilding ___ 114.4 87.4 100.2 100.5 
8 Copper & Brass___——*s1'13.9 90.9 101.7 99.9 2 Somurnee — 462.9 553.7 563.3 
2 Dairy Products 69.7 55.9 60.2 59.2 13 Steel & Iron 121.1 90.7 105.1 104.7 
5 Department Stores 78.6 55.6 65.0 64.8 3 Sugar 68.2 51.4 53.2 54.1 
5 Drugs & Toilet Articles___. 223.2 149.4 160.9 158.2 2 Sulphur 253.8 211.0 233.4 229.5 
2 Finance Companies 255.8 203.3 243.9 235.5 3 Textiles 137.6 93.8 126.8 129.5 
7 Food Brands 190.4 155.2 168.5 172.0 3 Tires & Rubber__ ss t—iéS4*''CS 28.8 30.9 30.4 
2 Food Stores 78.9 63.6 71.6 70.6 6 Tobacco 87.4 65.2 70.4 70.6 
3 Furniture 94.3 66.1 79.4 78.7 2 Variety Stores _.. ==ss342.5 289.1 313.3 315.8 
3 Gold Mining 924.7 738.4 856.0 858.2 19 Unclassified (1946 Cl—1i00) 108.5 83.7 95.4 96.5 
New LOW since: b—1945; c—1944. 
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Trend of Commodities 





Spot and futures commodity prices indexes soared to fresh 
post-war altitudes during the past fortnight under leadership 
of food products which established new all-times. A mild and 
brief reaction in futures was precipitated by lifting of margin 
requirements; but this was followed by renewed buying which 
lifted prices higher than ever. This is all to the good for farmers, 
while it lasts. Their net income after taxes last year was 19%, 
ahead of 1945. The ratio of per capita farm income to non- 
farm income last year was 68%, above the 1910-14 average 
(known as “‘parity"). Responsible for the recent fireworks is a 
corn crop nearly 900 million bushels short of last year’s and 
heavy exports of grain. With the visible supply considerably 
above last year at this time, there is little factual evidence to 


support local reports that farmers are withholding wheat from 
market. Wheat seems to be pouring out from the farms as fast 
as cars can be found to ship it. Corn, of which 90%, is consumed 
to feed livestock, is naturally not moving freely and visible 
supplies are notably below last year. Since the world’s wheat 
crop this year is estimated at 5,975 million bushels, 110 million 
ahead of last year, the necessity for heavier exports to feed 
“starving” Europe has been questioned in some quarters. The 
answer is that Europe's drought this year was severe while we 
are blessed with an unusually large wheat crop and are thus 
about the only source from which deficit areas can be supplied. 
Occupied zones in Europe and Asia are receiving 60%, of our 
grain shipments; England and France less than 9%. 
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Date 2Wk. I Mo. 3Mo. 6Mo. 1 Yr. Dec.6 
Sept.13 Ago Ago Ago Ago Ago 194! 
26 Basic Commodities__. 322.6 306.6 307.5 300.8 332.4 238.7 156.9 
11 Imported Commodities__ 286.3 275.4 277.3 272.6 292.1 219.2 157.5 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August 1939, equals 100 


Date 2Wk. | Mo. 3Mo. 6Mo. I Yr. Dec.6 

Sept.13 Ago Ago Ago Ago Ago 194! 

7 Domestic Agriculture_____ 387.7 376.4 374.0 356.5 347.0 289.8 163.9 
407.3 362.9 366.3 359.4 417.1 293.8 169.2 
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14 Raw Materials, 1923-5 Average equals 100 
Aug. 26, 1939—63.0 Dec. 6, 1941—85.0 
1947 1946 1945 1943 1941 1939 1938 1937 


High... 150.4. 1288 958 929 857 763. 658 93.8 
low _._____ 126.4 958 936 89.3 743 61.6 57.5 64.7 
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17 Domestic Commodities. 348.5 328.7 328.7 320.5 361.4 252.2 156.6 16 Raw Industrial 270.6 264.5 269.4 262.9 280.1 204.0 148.2 
RAW MATERIALS SPOT INDEX COMMODITY FUTURES INDEX 
TUNE JULY AvuG. Ster FUNE JULY AvG. SEPT. 
MAGAZINE OF INDEX DOW-JONES 


COMMODITIES INDEX 



































Average 1924-26 equals 100 

1947 1946 1945 1943 1941 1939 1938 1937 
163.63 127.07 106.41 96.57 84.60 64.67 54.95 82.44 
117.14 104.21 93.90 88.45 55.45 46.59 45.03 52.03 
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For Profit and Income 





(Continued from page 713) 


for Dutch account. In terms of 
percentage of total capitalization, 
the largest Dutch holdings are re- 
ported to be, in the order named, 
in Mid-Continent Petroleum, Tide 
Water Associated Oil, Shell Union 
Oil, Wilson & Co., American Car 
& Foundry, Republic Steel, Ana- 
conda Copper and Bethlehem 
Steel. Were the need to become 
more urgent, large blocks would 
be sold via special offerings, not 
dumped on an unreceptive market. 
Otherwise, sales may continue to 
be a dribble for individual ac- 
counts. The Dutch government is 
not yet pressing to get dollars 
this way, so far as is known. Else- 
where in this issue is a highly in- 
teresting article on effects of for- 
eign liquidation of American se- 
curties. 


Repair 


For a variety of reasons, includ- 
high realty values and housing 
shortage, record national income 
and years of under-maintenance 
during the war, home renovation 
and repair are booming as never 
before. This is probably less sub- 
ject to recession than new build- 
ing, which, however, is also con- 
tinuing strong so far. We reason 
that Celotex, Flintkote and Rub- 
eroid should be capable of sub- 
stantial percentage advance, given 
a turn-around in the general mar- 
ket. 





Answers to Inquiries 





(Continued from page 714) 


Guiana, Jamaica and India are re- 
garded as sufficent to supply its 
requirements for many years. Cap- 
ital structure consists solely of 
744,410 shares of common stock 
outstanding. 

Balance sheet as of December 
31, 1946 listed total current assets 
of $110,614,943, total current lia- 
bilities $31,129,864. Net current 
assets $79,485,079. 

Common stock earned $15.81 a 
share in 1946 and paid dividends 
of $9.00 a share. Dividends up to 
September 5, 1947 amounted to 
$6.00 a share. 

While working capital increased 
in the first half of the current 
year, the company is making a 
provision for expenditures of 
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$30,000,000 for plant expansion 
over a four year period. 

The stock is listed on the New 
York Curb Exchange and recent 
market price was about 175. 

Outboard, Marine & Mfg. Co. 

Please advise on sales and earning 
trend of Outboard, Marine & Mfg. Co. 

R. T., Wilmington, Del. 

Consolidated net sales of Out- 
board, Marine & Mfg. Co. and its 
Canadian subsidiary for the 9 
months ended June 30, 1947 were 
$21,460,778 compared with $12,- 
748,529 in the corresponding pe- 
riod of the preceding fiscal year. 
Consolidated net profit, after 
taxes, was $1,785,977 equivalent 
to $3.00 a share on 594,242 shares 
of $2.50 par value capital stock 
outstanding, compared with$613,- 
111 and $1.03 a share on the same 
number of shares for the corre- 
sponding period a year before. For 
the three months ended June 30th, 
consolidated sales were $8,016,554 
and net profit was $583,811 equal 
to 98c a share. In the like quarter 
a year ago, sales were $5,047,640 
and net profit was $436,763 equal 
to 73c a share. 

An unusally large demand for 
the company’s products has pre- 
vailed through the current year, 
as reflected by rising sales and 
earnings, and prospects for a con- 
tinuing high operating volume 
are excellent. Operating results of 
the subsidiary company, Outboard, 
Marine & Mfg. Co. of Canada, 
Ltd., which were included in the 
consolidated statement, showed a 
nine months’ net profit after taxes 
of $313,955 and a three months’ 
net profit of $125,480. 

Company is engaged in the 
manufacture and distribution of 
Evinrude, Elco and Johnson Sea- 
Horse outboard motors. Dividend 
payments amounted to $1.15 a 
share in 1946 and 60c was paid in 
the first half of the current year. 





Four Stocks Selling Below 





(Continued from page 702) 


how surplus cash funds can be 
used have raised the current as- 
set values of more than one sound 
industrial giant all out of propor- 
tion to their records and funda- 
mental. Consider shares of 
Curtiss Wright, now selling sub- 
stantially below their net current 
asset value, though this concern 
admittedly has 60 million more 
cash than it needs in its business. 
And shares of Pullman, Inc. are 
quoted only a few points above 
their ratable value in net current 


assets, despite $75 million extra 
cash awaiting disposition. 

All said, it will be recognized 
that provided credit is good, an 
uncomfortably tight position as to 
working capital can be readily rec- 
tified, and conversely an appar- 
ently over-comfortable status can 
rapidly become less favorable. The 
statistical importance of net cur- 
rent assets per share, accordingly, 
should not in itself become too 
weighty in the minds of investors. 
In the case of the concerns, 
though, that we have selected for 
review in the following pages, spe- 
cial circumstances lend appeal to 
their share prices in connection 
with their relatively high current 
asset values. 





Industrial Rayon 
Versus Celanese 





(Continued from page 707) 


averaging a bit better than 20% 
during the past six months has 
served to widen profit margins 
most encouragingly. 


High Mechanization 
Reduces Labor Costs 


While costs of both labor and 
materials in the rayon industry 
have gone up as fast or faster 
than in other manufacturing 
groups, wages in this field are 
minimized as a factor by the rela- 
tively high degree of mechaniza- 
tion achieved. For a fact, both 
Celanese and Industrial Rayon ac- 
tually pay higher wage rates than 
obtain in most branches of the 
textile field, but without serious 
effect upon their net earnings. In 
comparing the operating results 
of the two concerns, some inter- 
esting circumstances come to 
view. In scanning their respective 
consolidated income statements 
for 1946, for example, it will be 
discovered that the net income 
of Industrial Rayon as a percent- 
age of sales was 22.6% against 
only 11.9% for Celanese. To a 
considerable extent this is attrib- 
utable to variation in the propor- 
tion of net sales charged to gen- 
eral and administrative expense. 
In the case of Celanese these came 
to about 9%, whereas for Indus- 
trial Rayon the percentage men- 
tioned amounted to less than 4%. 
Celanese, as it happens, lays great 
emphasis upon its trade name, 
especially in promoting sales of its 
fabrics for garments, curtains, 
etc. Hence it naturally has to 
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spend more proportionately for 
volume expansion than its com- 
petitor, which relies more heavily 
upon industrial customers. 


Broad Research Activity 


Other divergent factors influ- 
encing the 1946 earnings state- 
ments were deductions of $2.28 
million by Celanese for research 
expenses against a more modest 
$362,875 by Industrial Rayon. 
Since 1925, Celanese has spent 
more than $14.6 million for its 
work in the laboratories, but 
though this record was far from 
being reached by its competitor 
under discussion, results in both 
cases have been decidedly profit- 
able. As for Celanese this is 
shown in one instance by its ac- 
quired standing as a major pro- 
ducer of cellulose plastics in the 
United States. These afford excep- 
tional strength and unlimited col- 
orability in the manufacture of 
electrical parts, automobile parts 
and such items as tooth brush 
handles. Some 600 textile manu- 
facturers also are customers for 
the continuous filament yarns 
and staple fibers that have 
emerged from the Celanese lab- 
oratories. But probably of tran- 
scendent importance has been the 
farsighted effort of Celanese dur- 
ing the past 12 years to conduct 
research in the field of petroleum 
chemistry. From its ultra-modern 
chemical plant in Bishop, Texas, 
now pours an increasing flow of 
basic chemicals for making its 
yarns and plastics, plus large 
quantities of industrial chemicals 
such as formaldehyde and acetic 
acid. And because of ample sup- 
plies of natural gas in that region, 
operations are highly profitable 
and promise to become more so as 
time passes. 

Though the research activities 
of industrial rayon have not been 
so costly or wide, they have never 
the less proved their value many 
times over. Aside from the cost 
saving advantages accruing to the 
company from its well developed 
continuous process, revenues tot- 
alling about $1,450,000 from sales 
of patents will swell ordinary op- 
erating profits during 1947, while 
in 1948 profits from this source 
will come to an expected $2.8 mil- 
lion. This would be equal to about 
28% of total net profits reported 
for 1946, and tends to assure sta- 
bility for earnings next year. 

As for working capital, a gain 
of $25 million by Celanese during 
1946 to push this item up to $84.7 


724 


million was occasioned mainly by 
term borrowings from a group of 
insurance companies for a sim- 
ilar amount. As net current lia- 
bilities at the end of last year 
were only $8.3 million, working 
capital would now seem top heavy, 
were it not for heavy construc- 
tion activities calling for large 
amounts of ready cash. While for 
Industrial Rayon net current as- 
sets at the beginning of the year 
were better than $10 million and 
their ratio to current liabilities 
exceed 2 for 1, it seems likely that 
the company will need additional 
financing if its plans for expansion 
materialize fairly soon. It is pos- 
sible, though, that as earnings ex- 
pand and accumulate, the need for 
more working capital may be de- 
ferred. This concern enjoys one 
of the most rapid inventory turn- 
overs in the entire textile indus- 
try. During 1946, its ratio of total 
volume to final inventory was 
about 12.6 to 1, an extraordinary 
showing for any manufacturer. 
For Celanese the relative figures 
were 9.9 to 1, itself a most im- 
pressive showing, indicating in 
both cases how rapidly their fin- 
ished stocks are moving off the 
factory floors. Furthermore, free- 
dom from dependence upon nat- 
ural fibers like cotton and wool, 
the prices of which are subject to 
wide fluctuations in contrast to 
the stable quotations for chemi- 
cals fibers, minimizes the risk 
commonly attached to inventory 
carried. 


Contrasting Capital Structures 


In apprasing potentials for the 
common shares of these two con- 
cerns, undoubtedly the most im- 
portant factor to be consided is 
the broad difference in their capi- 
tal structures. That of Industrial 
Rayon is simple, consisting exclu- 
sively of 1,518,650 shares of $1 
par value common outstanding. 
Compared with this snug capitali- 
zation the financial set up of 
Celanese is highly complex, for 
four issues of senior securities 
have precedence over the 5,114,- 
107 shares of no par common out- 
standing. In brief, $40 million of 
3% debentures due 1965, $25 mil- 
lion 2.85% debentures due 1966, 
$40,425,000 cumlative first pre- 
ferred stock and $14,817,900 of 
non-redeemable 7% second pre- 
ferred comprise a formidable list. 
Total interest charges and senior 
dividends in 1946 for Celanese 
amounted to more than $4.5 mil- 
lion or almost equel to total divi- 


dends distributed last year to 
holder of the common. 

In studying the above figures in 
connection with net earnings ap- 
plicable to the two equities under 
diccussion, it will be realized that 
the 1946 $8.6 million net reported 
by Industrial Rayon accrued ex- 
clusively for the benefit of its one 
class shareholders. In terms of per 
share earnings the showing was 
$5.66 for last year, a sharp rise 
from the $1.31 per share reported 
for 1945. As previously explained, 
a substantial share of the gain 
came from sale of patents, a fac- 
tor which will be increasingly im- 
portant in 1947 and 1948, but may 
shrink in significance thereafter 

Turning to Celanese, it should 
be recognized that substantial in 
amount as its senior charges are, 
they appear exceedingly moderate 
in view of the sizable sums of new 
capital they involve. In 1946 the 
company’s rate of return upon its 
invested capital was just over 14% 
and the lowest rate since 1939 was 
about 816%. Assuming an aver- 
age of 11% during the next dec- 
ade, a cost of under 4% to secure 
needed funds would leave a mar- 
gin of 7% from which retirements 
of senior securities could be made 
or net earnings increased. As ap- 
plied to capital amounts of $100 
million or more profit potentials 
from this source become of de- 
cided interest. The leverage chai- 
acteristic afforded to the equities 
by such a program is substantial, 
lending high speculative appeal to 
the shares should result in fu- 
ture years come up to hope. But 
should a period when sales and 
profits shrink arrive, the down- 
trend in net applicable to the com- 
mon would be greatly accelerated. 
Confidence in the future outlook 
by the Celanese management ap- 
pears unusually indicated by the 
gamble they have undertaken 
through raising huge sums for ex- 
pansion. Additional support for 
this premise is shown by recent 
boost in the dividend rate to 40 
cents per share compared with 25 
cents in the two previous quar- 
ters. As net per share in the first 
half of 1947 rose to $1.72 against 
$1.07 during the first six months 
of 1946, the optimism of the direc- 
tors thus far has a strong founda- 
tion. 

In conclusion, it seems to us 
that from the angle of conserva- 
tive investment, the shares of 
Industrial Rayon have made much 
the better of the argument. Since 
1930, this concern has remained 
in the black and declared divi- 
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dends without a break. Of late the 
directors of this concern lifted the 
dividend rate to 62% cents per 
share compared with 50 cents in 
previous quarters. At a recent 
price of 40, accordingly the cur- 
rent yield is better than 6% and 
should be considered rather de- 
pendable. But until this company 
expands its capacity, perhaps sev- 
eral years hence, it seems unlikely 
that its earnings potentials for 
growth can show much improve- 
ment. 

Celanese, however, cleared more 
than $11 million net in the first 
half of 1947 compared with the rel- 
ative showing of $7.4 million last 
year. If this trend continues to de- 
velop as output of yarns, fabrics, 
plastics and chemicals expands 
from the numerous new facilities 
to be completed, the shares at 
their recent price level of 25 hold 
much speculative attraction. The 
current yield of about 63%, 
while seemingly well assured in 
the near term, could be easily af- 
fected by the leverage factor pre- 
viously discussed. 





China and Japan 





(Continued from page 701) 


operating. The 
American loans, instead of going 
into factory and transportation 
equipment, was spent for military 
material and consumer goods. At 
the same time the runaway infla- 
tion discouraged the production 
of foodstuffs, and the insistence 
of the Government upon an un- 
realistic exchange rate eliminated 
practically all the exports. Goods 
moved only one way: to China. 

All this, and the refusal of the 
Nanking Government to carry out 
reforms that would end the in- 
competence and corruption of the 
bureaucracy, have lost the Chiang 
Kai-shek Government the support 
of most of the Chinese people ex- 
cept the extreme Right. No won- 
der, then, that General Wede- 
meyer reported apathy and leth- 
argy and a situation generally 
far worse than he expected. And 
his conclusion was pretty grim: 
“To regain and maintain the con- 
fidence of the people, the Central 
Government will have to put into 
effect immediately drastic and far 
reaching political and economic 
reforms. Promises will no longer 
suffice. Performance is absolutely 
necessary. It should be accepted 
that military force in itself will 
not eliminate communism.” 
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substance of 


What Next? 


While undoubtedly Washington 
is pressing hard the Chiang Gov- 
ernment to carry out far-reaching 
reforms as quickly as possible in 
order to get some public support, 
the time has come to consider the 
broad possibilities of the situa- 
tion in China and to be prepared 
for them. There appear to be 
three ways out: 

(1) An understanding with the 
Soviet Union, directly or indi- 
rectly through the United Nations 
or the Foreign Ministers Council, 
in an attempt to halt the civil 
war. This would probably be the 
best solution, but is least likely in 
view of the uncooperative Russian 
attitude; 

(2) To “get out of China,” to re- 
fuse further assistance to the 
Central Government and to with- 
draw the Seventh Fleet from 
Tsingtao; 

(3) To continue the policy of 
moral, financial and material sup- 
port to the Chiang Government 
despite the unpopularity of this 
Government with the majority of 
the Chinese. 

It is clear that any decision on 
China will be Hobson’s choice. Al- 
though the continuation of some 
support of Chiang’s Government 
is generally expected in view of 
the menacing attitude of Russia, 
this support is likely to have 
strings attached to it. 


New Foreign Exchange Policy 


Meanwhile, to remove obstacles 
to exports and to encourage im- 
migrant remittance, the Chinese 
Government has established an 
“open market” where exporters 
and importers can trade in for- 
eign currencies. Up to the middle 
of August, the exporters could 
get only $CN 12,000 for one U.S. 
dollar, although in the black mar- 
ket the dollar was bringing as 
much as $CN 55,000. The estab- 
lishment of the open market 
means that the exporter will get 
a better rate. The first open mar- 
ket quotationfor the dollar was 
fixed at $CN 39,000. 

The establishment of the open 
market is not expected, however, 
to lead to the stabilization of 
Chinese currency. If that was to 
be accomplished, civil war would 
have to stop and the Government 
would have to abandon the pres- 
ent method of financing itself by 
the means of money-printing 
methods. 





Competitive Battle Between 
New and Established Metals 
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higher price. Magnesium also has 
these qualities, and in fact is one- 
third lighter than aluminum. Both 
metals are good conductors of 
electricity, good insulators, and 
non-magnetic. Moreover, the two 
metals require large quantities of 
electric power in their manufac- 
ture. 


Less Progress for Magnesium 


But while aluminum seems to 
be making steady progress, the 
position of magnesium seems to 
be wavering. For one thing, the 
latter metal has a tougher row 
to hoe in developing peacetime 
uses. The wartime use of mag- 
nesium in incendiary bombs, and 
the occurrence of several spec- 
tacular fires in magnesium fab- 
ricating plants account for the 
widely held idea that the metal is 
highly inflammable and danger- 
ous to fabricate. Actually, the 
danger of fire has been greatly 
exaggerated and proper manu- 
facturing practices can entirely 
eliminate the fire hazard. 

In manufacturing, magnesium 
can be worked easily, and can be 
machined rapidly to close toler- 
ances. But in actual practice, it 
generally is necessary to have 
thicker sections of magnesium or 
aluminum to replace steel where 
strength is a factor. Magnesium 
is frequently alloyed with alumi- 
num when used in castings or ex- 
truded sheets. Moreover, most 
aluminum alloys contain small 
quantities of magnesium, so that 
the rising use of aluminum will 
expand this use for magnesium. 

But while aluminum’ was 
already widely known prewar and 
had many peacetime markets es- 
tablished to return to after the 
war, the situation in magnesium 
was entirely different. In prewar 
1939, only 3,350 tons of the metal 
were used. Then, when its uses 
expanded during the war, the 
metal went largely into aircraft 
and incendiary bombs. The advent 
of peace sent use of the metal 
down so that production fell from 
184,000 tons in 1943 to 32,792 
tons in 1945, and was entirely 
halted for several months in 1946. 
No official data is available for last 
year, but indications are that less 
than 10,000 tons of primary metal 
were turned out last year. 
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But producers and fabricators price advantage in most cases. 


of the metal have worked hard to 
promote its use, stressing the ad- 
vantage of using the light metal in 
production of items that must be 
pushed or lifted. As a result, the 
metal is now being used in the 
manufacture of wheelbarrows, 
lawnmowers, furniture, toys and 
automotive parts. Magnesium 
spindles are being used in textile 
machinery, bed frames in Pullman 
sleepers are being made out of the 
metal. It is being used in buses 
and trucks, in wheels, housings, 
transmission cases, and even com- 
plete bodies. In most cases, the 
metals displaced has been steel, 
but with this year’s shipments of 
fabricated magnesium likely to be 
under 10,000 tons, the loss of mar- 
kets for steel is insignificant. 
Magnesium is still being used in 
the aircraft industry in various 
accessories, in the B-29, and re- 
cently in an all-magnesium plane, 
the Northrop XP-56. Industry 
sponsored displays have included 
exhibits of magnesium canoes and 
other items, but the prices for 
them were prohibitive when com- 
pared with prices for similar prod- 
ucts made from other materials. 


Steel is the cheapest metal 


Price comparisons (Table II) 
indicate that steel is the cheapest 
metal, even after allowing for the 
heavier specific gracity of the 
metal than those of aluminum and 
magnesium. Magnesium is second 
cheapest on a volume basis, with 
aluminum following in third place. 
But some of these comparisons 
are misleading in that substitu- 
tion of the light metals for heav- 
ier metals is not merely the re- 
placement of identical volume in 
certain uses, but in many cases 
larger thicknesses of the light 
metals are required to match the 
strength of the heavy metal being 
displaced. Nevertheless, aluminum 
and magnesium castings are likely 
to be substituted increasingly for 
castings of other nonferrous 
metals with important price sav- 
ings. 

Although magnesium is 20.5¢ 
a pound, while aluminum is 14c 
a pound, the former could re- 
place 1.6 pounds of aluminum 
from a volume standpoint, so that 
20.5¢ worth of magnesium could 
go as far as 22.4c of aluminum. 
But these comparisons are on the 
basis of ingot metal, whereas the 
difficulty in fabricating magnesi- 
um into certain forms and shapes 
results in the metal losing its 
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For example, a pound of alumi- 
num sheet costs only 23.7c, while 
a pound of magnesium sheet costs 
55c. Since one pound of magne- 
sium sheet could only replace 
37.92c worth of aluminum sheet, 
use of the latter metal would be 
cheaper in fabricated form. Not 
that magnesium sheet could go 
very far—since capacity for such 
flat products is estimated at 
around 1,900 tons. 

However, the material short- 
ages of 1946 and aggressive mer- 
chandising pushed shipments of 
wrought magnesium products up 
from 207.5 tons in February, 
1946, to 382 tons in November, 
1946, although a setback to 318 
tons occurred in the following 
month. After recovering to 376 
tons in February, 1947, shipments 
slumped back sharply to 145 tons 
in June. While it may be too 
early to judge the significance of 
this, it would appear that the 
substitution of the metal in many 
uses has failed either due to price 
or problems in manufacture. 

The chances for price reduc- 
tions in magnesium are rather 
dubious. A study of operating 
costs of various government- 
owned magnesium plants about a 
year ago indicated that only a 
few of them had lower costs than 
the selling price of the metal. The 
government magnesium plant 
operated by Dow at Velasco, 
Texas, had an operating cost of 
11.5¢ a pound, the Painesville, 
Ohio, plant operated by Diamond 
Magnesium reported a cost of 
16.3c, the Marysville, Michigan, 
plant operated by Dow had an 
18.38c a pound cost, while the 
Las Vegas, Nevada, plant oper- 
ated by Basic Magnesium had an 
18.02c cost. Other plants had 
costs ranging up to 57c a pound! 
The privately-owned plant of the 
Permanente Metals Co. at Perma- 
nente, California, is reported to 
be a high-cost operation, but 
specific data are lacking. Dow 
Chemical’s Midland, Michigan, 
plant is said to have a favorable 
operating margin, but this is de- 
pendent to a large extent on the 
market for the by-product chemi- 
cals recovered from the sea water 
from which the magnesium is 
taken. 


What Companies Benefit 
From Growth of Light Metals 


At present, Dow Chemical is 
believed to be the only producer 


organizations engaged in the fab- 
rication of the metal include Re- 
vere Copper and Brass, American 
Magnesium Corp. (Subsidiary of 


Alcoa), and Bendix Aviation 
Corp. The latter is making air- 
craft castings made from magne- 
sium alloys, while Revere and 
American Magnesium make vari- 
ous extruded shapes including 
sheet and strip. 

It is evident that the company 
which can profit most from the 
possibilities in the substitution of 
both light metals for other metals 
is Alcoa, whose operations in- 
clude both the production and 
fabrication of aluminum and the 
the fabrication of magnesium. 
Reynolds Metals, which fabri- 
cates many metals besides alumi- 
num, and which has_ secured 
favorable government properties 
at good prices, is also well situ- 
ated to profit from the switch to 
aluminum. Dow Chemical’s mag- 
nesium activities are only a small 
segment of its operations, which 
include the production of plastics, 
and even without considering the 
possibilities of magnesium, Dow 
is still an attractive investment 
for its other activities. 

We have already established 
the fact that the expanded use 
of magnesium still amounts to a 
Picayune amount: about 10,000 
tons of primary metal and maybe 
about 7,000 tons of secondary 
metal this year. This is a gain 
over the 1939 usage totaling less 
than 1400 tons, certainly not an 
amount that will harm the posi- 
tion of other metals. Even con- 
sidering its lightness and ability 
to replace large amounts of other 
metals, its inroads will be little 
felt by the other metals for some 
time to come. 

So far as aluminum goes, if 
600,000 tons of the primary metal 
and about 250,00 tons of the 
secondary metal are used this 
year, it will represent a gain of 
about 633,000 tons over the 1939 
consumption of the metal. How- 
ever, part of the increase must 
certainly be attributed to larger 
takings by its prewar customers, 
and if we apply the percentage 
increase in steel production from 
1939 to 1947 (60%), then we 
could safely conclude that its pre- 
war uses by regular customers 
have grown to 348,000 tons. This 
means that about 500,000 tons of 


- the metal may be used currently 


to replace other metals, including 
steel and copper. 
Although aluminum could re- 


of primary magnesium. But otherplace three pounds of steel per 
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pound of aluminum on a volume 
basis, we have pointed out that 
in actual practice it often is 
necessary for an aluminum object 
to be thicker than a steel object 
to provide adequate strength, so 
that some of the lightness of the 
metal as an advantage in its sub- 
stitution is lost. This might in- 
dicate that only about 1,000,000 
tons of steel and other metals 
may be currently displaced by 
aluminum. Some of this displace- 
ment will become permanent, but 
the price advantage of steel 
should return many of these alu- 
minum users to the heavier metal 
when the tight steel situation 
eases. 


So far as possibilities of the 
light metals replacing substantial 
amounts of steel over the long 
term are concerned, this is highly 
questionable. During the war, 
government - built magnesium 
plants cost an average of $1,400 
per ton of capacity to build, and 
privately built aluminum plants 
cost about $1,080 per ton of 
capacity. In contrast to this, war- 
built steel plants cost $127.00 per 
ton of integrated capacity. With 
construction costs even higher to- 
day, the large invested capital re- 
quired to build aluminum and 
magnesium plants, plus higher 
raw material costs, would militate 
against the construction of addi- 
tional large capacity for these 
metals, and might well prevent 
more than slight reduction in 
price. This would indicate that 
steel will continue to have a price 
advantage over both metals for 
some time to come. 


The major battle for markets 
when business eases will center 
around aluminum, steel, and cop- 
per, with steel having the edge 
in price. But the light metals 
should forge ahead steadily over 
the long term, as high grade de- 
posits of other metals become 
gradually exhausted forcing the 
resort to lower grade deposits 
which will lift the prices of such 
metals higher. But it will be a 
long time before the tremendous 
steel industry will feel the small 
losses of some markets. For some 
of the non-ferrous metals, the in- 
roads of the light metals will hit 
harder. Aluminum paint threatens 
lead paint, aluminum-coated steel 
threatens some markets for zinc- 
coated steel, aluminum in elec- 
tricity will threaten copper, and 
So on. From a price-volume stand- 
point, aluminum will threaten all 
the other nonferrous metals. 
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Finance Companies As 
Regulation W End 





(Continued from page 709) 


before the war even on the 24 
payment plan. In the break-down 
shown below it may be observed 
that insurance charges have been 
increased to compensate for 
greater risks and higher costs of 
average repair bills. This factor 
offsets the benefit of a lower 
finance charge and is expected to 
improve net results of insurance 
subsidiaries whose experience has 
been relatively unfavorable in the 
recent period of rapidly rising 
costs. Finance charges on a, typi- 
cal low-priced car compare as 
follows: 


After 
1941 Now Nov. 1 
List price. ..$900 $1,500 $1,500 
Down 
payment . 300 500 500 
Balance ....$600 $1,000 $1,000 
Insurance .. 70 80 110 
Contract ...$670 $1,080 $1,110 
Finance 
charge ... 80.40 56.70 111 
Total debt..$750.40 $1,136.70 $1,221 
Monthly 
payment . $31.30 $75.80 $51 


In the case of refrigerators, it 
is expected that the down pay- 
ment may be reduced to 20 per 
cent from the current 33 per cent 
and payments may be extended 
over a three-year period as in 
1941 instead of being limited to 
fifteen months. This arrangement 
will permit considerable reduction 
in monthly payments on house- 
hold appliances and will contrib- 
ute to larger revenues for the 
finance companies. In the average 
transaction, shown below, the fi- 
nance charge is expected to com- 
pare favorably with that of 1941 
partly by reason of higher prices 
on 1947 models and should aver- 
age about three times the current 
charge. The figures on a typical 
appliance transaction compare as 
follows: 


After 
1941 Now Nov.1 
List price ...$180 $250 $250 
Down 
payment .. 18 83 50 
Balance ..... $162 $167 $200 
Finance 
charge .... 28 10.44 48 
Total 
contract ..$190 $177.44 $248 
Monthly 
payment .. $5.30 $11.80 $6.90 


From the standpoint of general 
business probably the most signi- 


ficant effect of an extension in 








PACIFIC GAS AND ELECTRIC CO. 


DIVIDEND NOTICE 


Common Stock Dividend No. 127 


The Board of Directors on September 10, 
1947 declared a cash dividend for the 
chird quarter of the year of 50c per share 
upon the mpany’s Common Capital 
Stock. This dividend will be paid by 
check on October 15, to common share- 
holders of record at the close of business 
on September 29, 1947. The Transfer 
Books will not be closed. 


E. J. Becxerr, Treasurer 


San Francisco, California 














UNITED FRU 


DIVIDEND No. 193 
A dividend of fifty cents per 
share and an extra dividend of 
one dollar per share on the 
capital stock of this Company 
have been declared payable 
October 15, 1947 to stockhold- 
ers of record September 18, 
1947. LIONEL W. UDELL 


Treasurer 











loan maturities is the reduction 
in monthly installment charges. 
As an example, many wage 
earners who had contemplated 
purchases of new cars on time 
found that it would be impossible 
for them to make monthly pay- 
ments of $80 to $100 so that when 
they received new cars that had 
been on order for many months, 
their only recourse was to ar- 
range a business loan at a com- 
mercial bank on longer terms or 
to dispose of the new car at a 
considerable profit in the used car 
market. The stiff installment 
credit terms enforced by the Fed- 
eral Reserve Board are generally 
believed to have contributed in no 
small measure to sustaining the 
black market in new cars and to 
diverting financing of automobiles 
to commercial banks. 

Motor car distributors always 
have been the principal source of 
installment financing for the 
credit companies. The finance 
companies have followed a prac- 
tice of setting up reserves on 
business derived from motor car 
agencies and after completion of 
contracts such reserves in excess 
of losses have been distributed to 
cooperating dealers. Accordingly, 
the dealers have regarded profits 
arising from installment con- 
tracts as important as those ob- 
tained from accessories such as 
radios, heaters, etc. and it is safe 
to assume that dealers would 
have less interest in directing in- 

(Continued on page 729) 
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Finance Companies 








stallment business to commercial 
banks. The fact that a consider- 
able proportion of new cars is be- 
ing purchased for cash by so- 
called “fleet” transactions later 
to be parcelled out to individuals 
accounts in part for the relatively 
small business available to the 
finance companies from dealers. 
Such purchases outside the regu- 
lar channels usually are financed 
if necessary by arrangements 
with banks. 

Expansion Ahead 

in Auto Financing 


Accordingly, when the monthly 
charge is lowered in November, 
more motor car buyers presum- 
ably may be able to finance pur- 
chases rather than resell the cars 
in the black market. In due 
course this should have a favor- 
able effect on the whole distribu- 
tion process. Although bank com- 
petition is expected to continue 
aggressive and to account for a 
substantial volume of consumer 
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credit, it seems likely that the 
finance companies may be the 
principal beneficiaries of the 
change. This would be more evi- 
dent if production of automobiles 
and appliances can be enlarged to 
such an extent that supplies of 
new products will be abundant 
and prices may be lowered. 

A better idea of prospects for 
expansion in receivables may be 
gained from figures of C.I.T. Fi- 
nancial Corp. which showed that 
in the first eight months this 
year financing of motor cars at 
wholesale approximated $679 mil- 
lion compared with $222 million a 
year ago. The volume of receiv- 
ables in retail motor car sales 
came to only $158 million com- 
pared with $69 million in the 
same period a year ago. In nor- 
mal times financing of automo- 
biles at retail approximately is 
the same as the figure of whole- 
sale financing. It seems apparent 
then that abnormal conditions ac- 
count for perhaps 5 per cent of 
the volume of business currently 
not being obtained by the finance 
companies. 

While the elimination of Regu- 
lation W is welcomed not only by 
finance company managements 
but by consumers who will appre- 
ciate lower monthly charges, it is 
evident that the key to the situa- 
tion is increased production of 
consumer goods to a basis com- 
parable to that prevailing before 
the war when sales effort was 
necessary on the part of dealers. 
The combination of reduced 
monthly installments and lower 
prices on consumer goods when 
they develop in coming months 
should prove a_ stimulant for 
finance company earnings. 





Foreign Held Securities 
Overhanging Our Markets 





(Continued from page 695) 
1936 a moderate decline occurred 
in the averages, the first such de- 
cline since March of 1935. It is 
similarly significant that the 
strongest upward movement of 
the 1936 market occurred in Oc- 
tober and November coincident- 
ally with the inflow of $144.8 mil- 
lion in October and $112.1 million 
in November, large enough addi- 
tions to enable the bull market to 
continue. The topping-out between 
December and March coincided 
with a tendency towards decelera- 
tion of the rate of inflow of funds 
to this country. The flow of funds 


to market was not enough to- 


carry the movement further. 











9 “SPECIAL VALUE” 
STOCKS 


for income and profit 


TOCKS backed by excep- 
tional earnings continue to 
show superior market action. 

Current UNITED Report 
analyzes three issues now showing 
remarkable earnings gains. One, 
selling around 21, has net working 
capital of about $25 a share, with 
estimated 1947 profits exceeding 
$4 a share. Another, selling around 
35, has earned over $4 a share in 
the first six months. The third, 
below 40, is earning at the rate 
of $9 a share. 

All three represent strong, progressively 
managed companies of interest to investors 
seeking good current income and an oppor- 
tunity for capital growth. 


For an introductory copy — 
Send for Bulletin MW -24 FREE! 


UNITED BUSINESS SERVICE 


210 Newbury st. Boston I6, Mess 


STOCK MARKET 
INVESTORS 


and Traders 


Get practical advice from practi- 
cal market men. Market Direction 
tells exactly WHAT and WHEN to 
buy or sell. We will gladly prove 
to you just how accurate, instruc- 
tive and specific our weekly bul- 
letin is—at our own expense. Write 
for a FREE 3-week subscription to 


Market Direction, 


556 PURE OIL BLDG., CHICAGO ], ILL 















Reference to Chart II (page 
694) calls forth a striking com- 
ment. It will be observed that 
from early 1938 to the end of 
1939 and, later, from January, 
1942, to December, 1944, little 
change took place in foreign hold- 
ings of American securities. In 
other words, during both these 
periods, the New York Stock mar- 
ket was left strictly under domes- 
tic control. No major pressures 
were exerted by the inflow or out- 
flow of foreign capital considered 
over the longer term. It was as 
though the normal causes of sub- 
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y “Call for 
Pail MORRIS" 


New York, N. Y. 
September 18, 1947 


Philip Morris & Co. Ltd. Inc. 


The regular quarterly dividend of 
$1.00 per share on the Cumulative Pre- 
ferred Stock, 4% Series, and the regu- 
lar quarterly divided of 90¢ per share 
on the Cumulative Preferred Stock, 
3.60% Series have been declared pay- 
able November 1, 1947 to holders of 
Preferred Stock of the respective series 
of record at the close of business on 
October 15, 1947. 

There has also been declared the 
quarterly dividend of 37%2¢ per share 
on the Common Stock, ($5 Par), pay- 
able October 15, 1947 to holders of 
Common Stock of record at the close 
of business on September 30, 1947. 

Pursuant to a resolution adopted at 
the Stockholders’ Meeting held on July 
10, 1945, no Certificate representing a 
share or shares of Common Stock of 
the par value of $10 each is recognized, 
for any purpose, until surrendered, and 
a Certificate or Certificates for new 
Common Stock of the par value of $5 
each shall have been issued therefor. 
Holders of Certificates for shares of 
Common Stock of the par value of $10 
each are, therefore, urged to exchange 
such Certificates, for Certificates for 
new Common Stock of the par value of 
$5 per share, on the basis of two shares 
of new Common Stock $5 par value, 
for each share of Common Stock of the 
par value of $10. 

L. G. HANSON, Treasurer. 
“i sdidddsddsssdsddddddldidddddiddddddddddlddddsiéda 


stantial changes in the direction 


of flow of foreign long term cap- 
ital had vanished. 


Fear of European Devaluation 
Sent Funds to Us 


Such, in fact, was the case. A 
major part of the enormous inflow 
of foreign funds from 1935 on- 
wards stemmed from fear of de- 
valuation in Europe, especially in 
France, and from the fact that 
much of this money was literally 
seeking refuge. Working its way 
through the money markets of 
Europe, the majority of it flowed 
through London but did not neces- 
sarily reflect British selling as 
such, but, in part, selling by the 
British acting as bankers for 
others. After the devaluation of 
the franc which occurred in Sep- 
tember, 1936, and when the belief 
began to grow that deflation 
might be in prospect in the United 
States, the inward flow dwindled. 
Thereafter, little opportunity was 
provided for a strong continuance 
of net capital inflow. For by 1939 
wartime controls had been clamped 
down on most countries and a 
process of net liquidation was in- 
augurated to help finance the war 
effort. 

The effects of this upon se- 
curity prices here in New York 
are only too well known. A net 
with drawal of $600 million dol- 
lars occurred from the middle of 
1939 to shortly before Pearl Har- 
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bor. The trend of the market was 
consequently forced downward 
throughout this whole period, de- 
spite rapidly rising industrial pro- 
duction and corporate profits; one 
more confutation of the price- 
times-earnings theorists. 

It is when we enter the years 
1945 and 1946 that highly special 
study is called for. December, 
1944 had shown a net addition to 
foreign holdings of $179 million 
in that single month. Thig had 
been preceded in September and 
June by net purchases of $28.4 
million and $22.3 million respec- 
tively. From the end of May, 1944 
through December net additions 
to foreign holdings amounted to 
over $231 million. This averaged 
$33 million per month for foreign 
purchases compared with $1 mil- 
lion average liquidation per month 
during the previous’ twelve 
months, setting the stage for a 
pronounced bull move. 

But although the market rise 
did materialize, there ensued a re- 
markable contest for dominance 
between American purchases and 
foreign selling. Just as, for their 
own good and sufficient reasons, 
foreign investors had been willing 
to ride through the depression of 
1938 and to maintain their posi- 
tion in American securities, so 
they were unwilling, or unable, to 
stay with the industrial boom of 
1945-1947. Their failure to add 
appreciably to their commitments 
of 1938 indirectly had contributed 
to the market slump of that year. 
Their failure to sell on balance 
had prevented that slump from 
reaching into lower depths. So in 
1945 their uneven and patternless 
net selling deterred the market 
from reaching heights which it 
otherwise might have attained. 
But net foreign sales of $112 mil- 
lion during 1945 were insufficient 
to lower market levels. 


Decisive Foreign Selling 
in July, 1946 


In January 1946, however, for- 
eign selling approached $173 mil- 
lion, was partly compensated by 
$46.5 million of purchases in Feb- 
ruary and was succeeded by con- 
tinuous liquidation in the follow- 
ing three months. It was in July 
that the decisive blow was felt. 
$109 million of foreign selling was 
more than a market, already un- 
der heavy pressure by foreigners, 
could withstand. The results are 
a rueful chapter in our recent fi- 
nancial history. 

Since that time, liquidation by 
foreigners has been almost unin- 


terrupted, giving a conclusive 
answer to that so common ques- 
tion, “Why, with record earnings, 
are stocks selling at so low a cap- 
italization?” They are selling at a 
low capitalization because the li- 
quidating pressure from abroad is 
unrelenting. The averages are un- 
able to do more than withstand 
this pressure. 

If for any reason that pressure 
should increase abruptly. if the 
Marshall plan should be aban- 
doned or even moderated consid- 
erably, or if French, Dutch and 
Swedish selling should strike the 
market in volume, there seems 
little doubt that, high earnings or 
not, the market could break badly, 





Business and Dividend 
Outlook 





(Continued from page 693) 


property, excise, etc.) to meet the 
cost of increased salaries, de- 
ferred construction of schools 
and other public works, and 
soldiers’ bonuses. Total taxes— 
direct and indirect—comprise a 
substantial portion of general 
prices and everyone’s cost of liv- 
ing. 

Construction is continuing at 
a high level, practically at the 
limit of available manpower and 
materials. Despite all the new 
residential building since the war, 
the scarcity of apartments and 
private homes is still acute. In 
most sections, dwellings for rent 
are almost as hard to find as dur- 
ing the war. 

Retail and wholesale trade, 
taken in aggregate, is continuing 
at a high level, with little ac- 
cumulation of inventories once 
the “pipe lines” were refilled, 
which shows that the heavy pro- 
duction is being well distributed 
currently. As already stated, 
however, this trade is unbalanced 
by the excess expenditures for 
food at the expense of other 
products and services. 

Consumers’ durable goods, such 
as automobiles and home appli- 
ances, for which there is still a 
large pent-up demand, are still 
selling well. Non-durables, on the 
other hand, have slumped, with 
some of the apparel sales run- 
ning as much as 25% under a 
year ago in dollar value, despite 
higher prices. Part of this de- 
crease may be traced to the un- 
usually hot summer weather; the 
fall trade in women’s wear is ex- 
pected to be very active, because 
of the style change to longer 
skirts that apparently has been 
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Profit Opportunities in the Making... 
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Dr. W. F. L., Freeport, N. Y. 
“I have subscribed to your service for the 
past two years and have found it a great 
help.” 

C. W. S. of Puyallup, Wash. 
“I am well pleased with your investment 
service. By giving us all possible advance 
information as to when to Buy or Sell such 
as is contained in your weekly editions, 
you enable subscribers, like myself, living 
at a great distance from New York, to keep 
more abreast of the market.” 

W. J. K. of Merchantville, N. J. 
“In May 1946 I subscribed for one year to 
your Forecast. This is a very worthwhile 
service, probably one of the best available 
for such a low cost.” 

Mrs. E. C. B., Sunnyside, L. I. 
“Again I’d like to say you have a grand 
service and a better set-up than I antici- 
pated when I subscribed.” 

Dr. I. E. K., Jersey City, N. J. 
*I find The Forecast very helpful and 
beneficial in my financial dealings. I rec- 
ommend it highly to my friends. 

You have served me satisfactorily since 
February, 1944. My brothers in Newark, 
N.J. and Reading, Pa. are also subscribers.” 

E. K. A. of Reno, Nevada 
“T am delighted with IBF service and plan 
to continue it indefinitely. 

I manage to do quite well in spite of ob- 
stacles such as being unable to attend to 
business on time because of ill health, etc. 

Forecast service—by Air Mail Special 
Delivery—is perfect for me. Being paid up 
years ahead doesn’t matter for I intend to 
use it for the rest of my life.” 

S. M. O. of Beverly Hills, Calif. 
“I had been advised by my broker before 
I was a member of your wonderful Fore- 
cast. 

From now on I will only follow your 
service. I am really very pleased with your 
system and should have had it long ago.” 

J. W. of Fort Dodge, Iowa 
“I have been pleased and satisfied with 
The Forecast service over a period of years 
and will continue to be a subscriber. 

I never wish to abandon the help I get 
from the Executive Offices at 90 Broad 
Street.” 

M. S. of Norfolk 10, Va. | 
“I mailed you $50 on January 10, 1947... 
a month ago. Your service is very satisfac- 
tory. As I wish to become an annual sub- 














for Near Term Markets 


Since July, prices of many securities have declined . .. mainly because 
of the European unsettlement . . . sending sound issues with bright and 
even dynamic prospects to undervalued levels. 


Again ...as in May... highly desirable issues, with proven earning 
power amply covering liberal dividends, are available at substantial 
discounts. 


This is your opportunity — for stocks . . . due to their ready liquidity, 
marketability and high yields are today’s soundest form of investment 
... for income . .. for capital growth. 


With overall industrial activity certain to continue on a high plateau 
... accelerated by vast spending under the Marshall Plan for rearma- 
ment... security prices must rise appreciably before they correct their 
current undervaluation . . . especially in view of today's out-of-line price 
earnings ratios . . . the lowest in years. 


Today Selected Stocks Offer the Greatest 
Capital Gains and Assured High Income 


The next few months can readily bring another May-July recovery in 
selected issues . . . particularly where year-end extras and higher divi- 
dends are in prospect. There will be continuing and increased selec- 
tivity. New leaders and laggards are now in the making. 


Just as in your own business, it takes experience and knowledge to secure 
the best results . . . we feel the expert, professional counsel of The Fore- 
cast can serve you advantageously during the important months ahead 
and into 1948. It will provide you with definite advices of what and when 
to buy and when to sell . . . in specialized programs suited to your capi- 
tal, wishes and objectives. 


We suggest that you enroll for Forecast Service now to conduct a pro- 
gram for substantial investment income through liberal dividends and 
market profits. Immediately you will receive our selection of 25 stocks 
for the next important market advance. 


Take advantage of our special offer of a full month's service without 
charge. Mail the coupon below today — we look forward to serving you. 




















scriber, I am enclosing a check to pay for 
the full year’s subscription.” 
ee eee poo | FREE SERVICE TO NOVEMBER| = J > ——————— + 
| 9-27 | 
| THE INVESTMENT AND BUSINESS FORECAST | 
S ° / —O / | of The Magazine of Wall Street, 90 Broad Street, New York 4, N. Y. | 
pecta ere | I enclose (1) $50 for 6 months’ subscription; [ $75 for a year’s subscription. | 
| (Service to start at once but date from November 1, 1947) | 
3 j SPECIAL MAIL SERVICE ON BULLETINS 1 
MONTHS Air Mail: ( $1.00 six months; [J $2.00 one (C) Telegraph me collect in anticipation of im- 
SERVICE $50 | year in U. S, and Canada. portant market turning points... when to | 
| Special Delivery: () $3.50 six months; buy and when to sell. | 
- ©) $7.00 one year. 
H MONTHS $75 | ! 
SERVICE | Name 1 
| 1 
| renee. Pad Alle), 2 VET, he ee ae cael) (a 3 sol esa, Le | 
Complete service will start at | | 
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are deductible for tax purposes. 
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Southern Pacific Dividend 


The Southern Pacific Company wanted to 
run an advertisement announcing its Divi- 
dend No. 119 in our August 30, 1947, edi- 
tion. This was a quarterly dividend distribu- 
tion of one dollar per share on the common 
stock, payable at the Treasurer's office, 165 
Broadway, New York 6, N. Y., on September 
22 to stockholders of record September 2, 
1947. 


The ad was correctly set up, proof read, 
approved and returned to the compositor. 
In making up the page to contain this ad, 
for one of those reasons which no one can 
explain later, the carefully prepared ad was 
set aside and a 3-months old ad, announc- 
ing Dividend No. 118 by Southern Pacific 
Company of $1.00 per share paid last June 
16 on the common stock, was substituted. 

It’s just one of those things which occur in 
every publishing house at one time or an- 
other— but we did want to be sure our 
readers know about Dividend No. 119. 











accepted with little complaint. 


Outlook in Major Industries 


Normal competition is steadily 
returning, as illustrated by what 
has taken place in such fields as 
small radios, television sets, auto- 
mobile tires, sports clothing, drug 
specialties, cosmetics, and liquors, 
where it is particularly keen and 
has led to substantial price cuts. 
Profit margins might become nar- 
rower, yet still leave earnings and 
dividends relatively good, though 
below the unusually high levels 
reached in the four quarters 
ended September, 1947. 

These high earnings, as well as 
the high book values in the form 
of cash and marketable securities, 
have not in most cases been re- 
flected in market quotations, 
which have heavily discounted 
such values and thus are still 
quite conservative. 

In the event of any general re- 
cesion in business, the large and 
seasoned companies will, of course, 
be considered much more secure 
and attractive than the small or 
newly-financed companies, unless 
the latter can furnish conclusive 
proof of vigorous growth and able 
management sufficient to offset 
their inherent disadvantage mar- 
ketwise. 

Most favorable prospects for 
earnings and dividends would ap- 
pear to be in those industries that 
still have a large deferred demand 
for their products. In other 
words, steel, automobiles, trucks, 
auto parts, building materials 
such as lumber, wallboard, mill- 
work, cement, glass, stone prod- 
ucts roofing paints, heating and 
plumbing equipment, hardware, 
and other metal building special- 
ties; also wood household furni- 


732 


ture, heavy electrical equipment, 
office machines and equipment, 
railway cars and locomotives, and 
agricultural implements. 

Favorable or at least satisfac- 
tory prospects are seen for those 
industries that are still operating 
at high levels in order to meet a 
heavy current demand. These in- 
clude meat packing, dairy prod- 
ucts, baking, and most of the 
other food processing industries, 
tobacco products, soft drinks, 
brewing, industrial chemicals and 
fertilizers, petroleum products, 
pulp and paper, leather tanning 
and shoes, textiles and apparel, 
non-ferrous metals, and ma- 
chinery. 

Outlook appears more uncertain 
or speculative in a number of in- 
dustries that are now undergoing 
some readjustment due to such 
factors as supply having caught 
up with demand, increasingly 
keen competition, squeeze in profit 
margins, falling off in exports, in- 
ability to convert foreign earn- 
ings into dollars, or other special 
handicaps. 

Without regarding prospects 
as generally bearish, more careful 
discrimination must be exercised 
in the case of such lines as dis- 
tilled liquors, sugar production, 
rubber and tires, motion pictures 
and theatres, aircraft, radios, 
household electrical appliances, 
retail and wholesale trade, res- 
taurants and hotels, and cos- 
metics. Some of the public utility 
companies in such fields as rail- 
road transportation, air trans- 
port, and telephone service have 
become concerned as to the con- 
tinued rise in their operating ex- 
penses, despite the high level of 
revenue receipts. 





U.S. Finances 





(Continued from page 691) 


natural forces of the market tend- 
ing to narrow the disparity be- 
tween the rates on short term 
and long term Government securi- 
ties. Naturally, in view of the 
large debt outstanding, it is de- 
sirable to maintain at existing 
low levels the rate at which the 
Government can borrow on its 
long term obligations —to keep 
the overall service charge down. 
Moreover it is a sound principle 
to fund floating bank-held debt 
into longer term bonds in the 
hands of investors. 

However, only systematic debt 
reduction will result in ultimate 
reduction of the $5 billion annual 


carrying charge, hence it is sound 
policy to use budget surpluses for 
debt retirement. The anti-infla- 
tionary angle of such a policy is 
no less important. Since the war‘s 
end, the problem has been no 
longer to expand but to check the 
growth of money and credit that 
has been so potent a factor in in- 
flation. Any further debt reduc- 
tion is an additional step in this 
direction; in the present inflation- 
ary environment it is a policy 
doubly desirable since in effect it 
reverses the former process of 
monetization of the public debt. 
It is understandable that the 
Government, faced with the pros- 
pect of continued heavy expendi- 
tures of a highly inflationary 
character, is anxious to reduce 
the debt whenever there is a sur- 
plus not only to maintain the na- 
tion’s fiscal health but also in the 
interest of financial and economic 
stability. It means that not much 
will be left for tax reductions 
though some kind of a token re- 
duction may eventuate. It also 
points up the absolute necessity 
of maintaining a high level econ- 
omy, productive of a maximum 
of tax revenues, lest we be forced 
into renewed budget deficits. 


Our Resources Will Be Strained 


There can be little doubt that 
despite our enormous resources, 
the period ahead will be one of 
considerable strain. The financial 
responsibilities which go with our 
forceful assumption of world 
leadership, in the interest of as- 
suring world peace, may blast 
many a dream we may have had 
of easy postwar prosperity. But 
if we win our goal, it will be 
worth the price; it may in fact, 
pay handsome dividends later on. 

Unfortunately there can as yet 
be no answer to the question: 
What price world peace? The 
ultimate cost is difficult to fore- 
see, depending a great deal on 
the success of our political diplo- 
macy. Nor does it make much 
sense to weigh the costs of our 
present course against the alter- 
nate costs of a state of military 
preparedness with no end in sight 
except perhaps an ultimate armed 
clash, the prospect of which one 
shudders to contemplate. Our 
present course may contain a 
strong element of gamble but it 
is certainly a risk worth taking. In 
the long run, we may find that 
it is also one that we can afford 
far better than whatever other 
course is left to us. 
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If you can catch @ leprechaun... 


A leprechaun, according to Irish legend, is a dwarf 
who keeps a pot of gold hidden away. 


If you can catch a leprechaun, your troubles are 
over. 


Because he keeps his gold just for ransom money. 
If you catch him, he’ll quickly tell you where his 
gold is, so you let him go. 

The best place to look for a leprechaun is in the 
woods. They’re green, and only about nine inches 
tall, so you’ll have to— 

Or maybe you don’t believe in leprechauns. 

Maybe it would be more practical to just keep 
working for your money. But you can learn one 
good lesson from these little fellows. A small pot of 
gold put to one side is a great help when trouble 
catches you. 


And there’s a much faster and easier way to get 





your pot of gold than by catching leprechauns. 
You can buy U. S. Savings Bonds through an auto- 
matic purchase plan. 


If you’re employed you can sign up for the Pay- 
roll Savings Plan. If you have a bank account you 
can sign up for the Bond-A-Month Plan. Either way, 
your pot of gold just saves itself, painlessly and 
automatically. 

And your money increases one third every ten 
years. That would make a leprechaun turn even 
greener with envy. 


Save the easy automatic way_with U.S. Savings Bonds 
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Repeating a Special 
Offer at This 


\ Crucial Time ! \ 


Now, when so many foreign and domestic 
factors are affecting every security you own, we 
offer to prepare a confidential preliminary analy- 
sis of your investment portfolio if it exceeds 
$20,000 in value. 


This report will comment frankly on its diver- 
sification, income and will designate your least 
favorable issues. 


This offer is made to responsible investors who 
are interested in learning how Investment Man- 
agement Service might apply specifically to their 
personal holdings and objectives. We shall quote 
an exact fee for annual supervision of your ac- 
count and tell you our qualifications for serving 
you in the difficult market ahead. 


The thorough and informative nature of our 
preliminary analyses is clearly shown by the 
comments of investors who have taken advantage 
of this invitation: 


From California—‘In all my experience as an ex- 
ecutive secretary for twenty years I have never run 
across your superior in the way you have considered 
my situation and am favorably impressed.” E. D. B. 


From Massachusetts —“Y our preliminary report re- 
garding my investment portfolio was received. J 
examined your analysis very carefully and with much 
interest. Your comments and the wisdom of using 
investment counsel sound very reasonable.” A. M. 


From Nebraska—"I wish to thank you for your re- 
port. You covered the subject thoroughly.” G. V. 


From New York—"I am in receipt of your valuable 
Preliminary Analysis of my holdings, for which I thank 
you. I had not contemplated that you would make 
such a really admirable report regarding my portfolio.” 
A. 


From Ohio—*Thank you for your immediate reply, 
including a preliminary analysis of my portfolio. I 
can honestly say that I am impressed by this report.” 
DB: dH. 


From Oklahoma—"Your Preliminary Analysis re- 
ceived and it seems to be what I am looking for. } 
am going to take this service and I intend to follow 
at, OLA, 


From Pennsylvania—“Your Preliminary Analysis 
of my inventory of capital investments received. I wish 
to thank you for presenting it in such an excellent and 
comprehensive manner.” N. J. 


From Texas—‘I am in receipt of your Preliminary 
Analysis of my stocks. I gave you a big job and you 
gave me a thorough report and I thank you.” H. T 


From Virginia —“I am much impressed with your 
report which evidences that you have given thought 
and gone over my portfolio in a thorough and pains- 
taking manner which pleases me very much. I recognize 
the soundness of your reasoning and of the suggestions 
made.” F. W 


Just tabulate your securities, giving the amounts 
and purchase prices so we can consider the tax 
aspects of any changes. State your objectives so 
our advice can be as pertinent as possible. 


All information will be held confidential. This 
offer does not obligate you to enroll—but under 
today’s manpower conditions it is not open to 
mere curiosity seekers. 


INVESTMENT MANAGEMENT SERVICE 
A Division of The Magazine of Wall Street 


90 Broad Street 


New York 4, N. Y. 
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